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George S. Wehrwein 
January 31, 1883—January 10, 1945 


Let him rejoin his prized and kindred earth, 
Himself as generous, ardent, animate. 

In life, whoever met him—spare, a little bent 
With quiet benison was onward sent. 

Scholar, reformer, lover of the State, 

Your passing brings re-birth 

Of gentle feelings, reverence and pride 

In one whose purpose easier ways defined— 

For effort valiant, courage put to test, 

Receive life’s last and tenderest: requiem of rest. 


George S. Wehrwein,{a member of the 
Board of Editors of this Journal and a guiding 
spirit since its inception just twenty years 
ago, died in Madison, Wisconsin on January 
10, 1945. 

So deeply is his influence welded into the 
very core of this publication that it would 
seem superficial and inappropriate merely 
to recount here either his great personal 
qualities or his many professional accom- 
plishments. Rather, the editors are inclined 
to assure Journal readers that its editorial 
policies and practices will continue to reflect 
that influence. 

Professor Wehrwein’s primary concern 
always was that no writer be denied this 
medium of introducing new ideas so long 
as they were based on competent intellectual 
inquiry and so long as the subject fell within 
the Journal’s area of interest. Controversial 
subjects were never taboo. 


(E. K. Marks) 


He worked on the principle that men in a 
wide variety of professional fields could make 
important contributions to any problem 
area such as that to which the Journal is 
dedicated. 

Professor Wehrwein found especial delight 
in encouraging the younger writers. The 
result has been that many of the most thought- 
provoking articles in the Journal found their 
way into print because of his alertness in 
spotting creative thinkers among graduate 
students and research workers in this and 
other countries. Those who participate in 
the progress in this field in the future will 
somehow be reflecting, in the ongoing 
present, the influence of Professor Wehrwein. 

In the coming months the Journal will 
publish articles which deal with the more 
specific aspects of Professor Wehrwein’s 
professional achievements. 





Italy and Land Reform 


By GIUSEPPE MEDICI 


The original manuscript of this article was 
translated from the Italian by Pfc. Eric B. 
Shearer, of the Military Mission to the 
Italian Army. Prof. C. L. Stewart, Chief in 
Land Economics at the University of Illinois, 
called it to our attention and suggested its 
publication. The author, a professor in the 
University of Torino, Italy, has continued 
with duties at the Instituto Nazionale di 
Economia Agraria at Romo. The exigencies 
of wartime correspondence make it im- 
practicable to carry on extensive communica- 
tion with the author or the translator. The 
article is printed with but slight rearrange- 
ment of material and some change in 
verbiage for sake of clarity in translation. Ed. 


AND reforms carried on in the 
countries of Eastern Europe after 
the first World War were influenced by 
the milieu in which they were projected, 
and their success was limited because 
of the type of leadership to which the 
tasks of agricultural rehabilitation were 
entrusted. A study of the history of that 
neriod teaches us that land reforms have 
been developed on very confused 
iin .sofar as they concern the condi- 
tions of property and land ownership. 
Politicians who have maintained, and 
still do, that transfers of landed property 
are always primary necessities, even in 
such old agricultural civilizations as 
Italy, do not base their claim on solid 
technical and historical knowledge. They 
often merely accept, and give their sup- 
port to, the atavistic claim for distribu- 
tive justice which is rooted in the minds 
of certain strata of the southern peoples. 
They may make the mistake of assuming 
that they can give satisfaction to the 
sincere and deep needs of human beings 
by means of certain inadequate and 
often ill-inspired laws. 


Recent Growth of Small Land Property 


Italy, after World War I, witnessed 
an imposing free transfer of landed 
property in almost every part of her 
territory. These transfers were the 
natural result of economic conditions 
which the war had drastically altered. 
Through a process of evolution which we 
might call liberal, more than 250 million 
acres of land changed hands from their 
original absentee owners to new owner- 
operators during the twenty years be- 
tween the two great wars. The phenom- 
enon was most conspicuous in Lom- 


bardy (350,200 acres), in the Venetias _ 


(444,600 acres) and in Sicily (419,900 
acres). It was also remarkable in Emilia 
(200,900 acres), in Latium (123,500 
acres), in Apulia (250,000 acres), and in 
Campania (148,200 acres). In central 


Italy, owing to the almost absolute 


prevalence of metayage (share-crop sys- 
tem), the transfers have been slack and 
have reached some importance in only 
certain parts of the Marche and Latium. 


As compared with the imposing phe- 
nomenon which took place spontaneously 
throughout Italy, the number of small 
property units which came into existence 
through the activities of such public 
agencies as veterans’ associations was 
negligible. It is true that, very often, 
in the free land market the peasants had 
to pay high prices because of the inter- 
ference of agents and speculators. How- 
ever, it is highly probable that no 
agency created by the state for the pur- 
pose could have met the varied require- 
ments of the peasants who wanted to 
obtain a particular bit of land which 
would allow them to round out an ine 
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adequate property or to balance a dis- 
harmonious farm, rather than to take 
a unit of land which might have been 
“assigned” to them by a governmental 
partitioning office. 

In the twenty years between the two 
wars the splitting of landed property in 
Italy has been proceeding constantly; 
though it was more intense in certain 
periods than in others. One might say 
that this gradual but incessant dividing 
of land is a recurring phenomenon 
throughout the latter centuries of Italian 
history. It is closely connected with the 
assiduous work in the reclamation of 
marshes, the levelling and irrigating of 
sandy hillocks and in the planting of 
arboreal growths, all of which activities 
have been taking place for a very long 
time. 

The splitting of landed property in 
Italy is much more widespread than is 
generally known. There are vast areas 
where the small laboring landowner 


predominates. Even in the areas of the 
large estates (latifundia) the process has 
gone much further than is revealed by 
hastily compiled and unreliable sta- 


tistics. In the whole of the Alpine sys- 
tem, estates of less than 227.5 acres (in 
extension) make up about 98% of the 
tillable surface. Even in the irrigated 
portion of Lombardy (the classical area 
of great estates and large farm units) es- 
tates of more than 494 acres comprise 
only 10% of the surface. Large prop- 
erties, however, have considerably great- 
er importance in certain areas of Latium, 
Apulia, Lucania, Calabria, and Sicily. 
This situation is counterbalanced to 
some extent in these areas by the existence 
of some small units under cultivation. 
In any case, the distribution of the land 
in terms of the size of property units 
should not be considered irrespective of 
the type of economic undertaking de- 
veloped on it. For instance, in the whole 


of central Italy, and especially in Tus- 
cany, the division of large estates into 
small farms and allotted in metayage is 
recognized as the most fitting arrange- 
ment to reconcile the general interests of 
production with those of the individual 
laborer. 


Objectives of Land Reform in Italy 


What are the aims of a land reform 
program in Italy? Essentially they are 
of a political and social nature. One 
does not find economic progress among 
the immediate aims of land reform, per- 
haps because that might be achieved 
much more easily by other means. 
Since every land reform measure has 
been prompted by political and social 
considerations, they have resulted as a 
rule in an immediate and sometimes 
marked decrease in production. The 
example of land reform in Romania, 
which extended to some 30% of the 
tillable surface of the land and which 
caused a reduction of about 38% in the 
output of cereals, is a case in point. 

The political and social objectives of 
land reform might be summarized as 
follows: To cause the passage of landed 
property from the large landowners 
(who often seem not to have understood 
the social function of property) to the 
peasants who will till the soil directly, 
in order to transform the day laborer, 
the hired man, the share cropper and 
the small tenant into a responsible owner 
having to his own name an enterprise to 
which he may devote all his work and 
that of his family. And the demand for 
justice and the need for a better political 
education for the peasant masses inspire 
social reformers to campaign for laws 
which will initiate a rapid and forceful 
redistribution of rural property in the 
areas of the latifundia. 

What are the difficulties, the dangers, 
the snares that hide behind this fascinat- 
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ing problem? The sad experiences which 
have been endured by the people of 
Italy between 1860 and the present are 
extremely eloquent on the subject. No 
less instructive are the land reforms 
carried out in certain other countries of 
eastern Europe. 

All this experience indicates the need 
for utmost cautiousness in projecting 
land policies and programs for the 
future. This observation is not the 
result of a biased interpretation of his- 
tory. It comes from the facts themselves 
which show that land reforms and even 
simple assignments carried out by the 
state or by public bodies in sympathy 
with the peasant masses have often re- 
sulted in a worsening of disillusionment 
and discouragement of the peasants. 
Among other facts is the return of large 
estates in a very short period of time to 
their former size and under the very 
eyes of those same peasants who were 
powerless, in the face of economic laws 
stronger than themselves, to avert this 
end result even in those very regions 
where the latifundia had been appor- 
tioned by the will of the legislators. 

Better to understand the problem we 
should remember that, in Italy, the 
need for the transfer of landed property 
on a large scale is felt only in certain 
areas in the central and the southern 
sections where latifundia prevail and 
where, side by side with the unsolved 
problem of “brown lands” (ever present 
in the minds of the peasants), one finds 
an ordinary land market non-existent. 
The land in these areas is the monopoly 
of a few great proprietors, often absentee- 
owners. 

The need for land reform as such is 
not felt in northern Italy in general be- 
cause one does not find there the condi- 
tions from which the problem elsewhere 
arises. And we must also add that the 
same need is not felt with equal intensity 


in all the areas of the latifundia because 
in some of them the relative scarcity of 
population results in a desire on the 
part of the peasants for improvements in 
their contractual relations with owners 
rather than in a desire for a redistribu- 
tion of the land. 

It is safe to conclude, therefore, that 
there does not exist in Italy a widespread 


problem of land reform similar to that 


which presented itself in many countries 
of Western Europe after the War of 
1914-1918. In Romania, Greece, Poland 
and Yugoslavia the technical and eco- 
nomic conditions of agriculture and, 
above all, the historical and political 
conditions were (and still are) pro- 
foundly different from the conditions 
obtaining in this country (Italy). Even 
the great land reform in Czechoslovakia 
was born out of the reaction of peasant 
masses who had gained their liberty 
from large land owners who were of 
foreign blood and had kept the peasants 
in slavery for centuries and had barred 
them from taking any part in the po- 
litical life of their native land. 

Only a part, and we must say a 
limited part, of central and southern 
Italy has to face a land problem of 
breaking the land monopoly through the 
splitting of the latifundia. But this 
problem should not be unduly magnified 
and should not make us forget that only 
through an increase in production, and 
therefore through an improvement in 
contractual relations and labor agree- 
ments, can the agricultural working 
classes obtain substantial benefits. 

Apart from all this, it would be useful 
to take some exceptional measures in 
order to mobilize landed property in the 
areas in which land monopoly exists 
and is powerful. But one should re- 
member that a durable splitting of the 
latifundia often presupposes the carrying 
out of various public works of reclama- 
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tion which will ensure for the peasant 
a suitable opportunity for the building 
up of his new enterprise. Although it is in 
just these areas where the latifundia 
occur which are often most in need of 
roads, aqueducts, and hydraulic works, 
nevertheless it would be possible, in 
certain areas and mostly for political 
reasons, to form small agricultural prop- 
erties through both expropriation and 
assessment of lots and compulsory con- 
tracts of the emphyteutic type to be 
franchised after a certain number of 
years. These new small units should 
be actively supported, in all cases, 
by unions and co-operative organiza- 
tions. | 

These methods cannot be generalized 
because in Italy the exceptional and 
particular measures must go side by side 
with the general ones, aiming at the 
development of those conditions which 
naturally entail the splitting of the lati- 
fundia. When one says “promote the 


development of those conditions which 
entail the fractioning of latifundia,” 
one states the real and yet unsolved 
problem of extensive agricultural econ- 
omy in our southern regions, the per- 
sistence of which is due, in addition to 
physical (climate and soil) and historical 


reasons, to the extreme scarcity of 
mobile capital and particularly to the 
extreme scarcity of livestock and other 
capital items (animals, machinery, fer- 
tilizer, etc.) 

A true, deep, lasting transformation of 
the latifundia can be achieved prin- 
cipally through a strengthening of agri- 
culture in general and the reinvestment 
in it of the savings which can be made 
on its distribution revenues. This must 
be accompanied by an increase in the 
economic and cultural standards of the 
peasants who work on them. This 
program will result also in an increase 
in the number of persons who devote 


themselves to commerce and the small 
industries (particularly scarce in the 
south), and in alleviation of the eco-_ 
nomic and political inefficiency to which 
are due, to a great extent, the deep- 
lying ills of those regions. 

Actually, we want to beat down the 
monopoly of large landowners who re- 
main absent from the productive process; 
we want to reach a partitioning of the 
soil among the owners which would 
give better results from the viewpoint 
of production and from that of a higher 
social justice. But we do not want to 
betray the expectations of peasants and 
of the country in general by upholding 
measures which would be out of touch 
with the historical realities in which we - 
must work. 

Some will object that this method is a 
slow and heavy one, and that the work- 
ing classes will benefit from it only after 
great delay. Our answer is: First, this 
is not true because, as we have said, we 
are ready to endorse even the most 
radical measures (expropriation, assess- 
ment of lots, compulsory contracts of the 
emphyteutic type) where certain condi- 
tions are to be found. Second, we might 
ask in our turn which would be the most 
rapid and easy means likely to secure 
real advantages to the working classes. 
Are they not mere utopias? Does human 
history know of any durable progress 
(and no progress is worth the name if it 
lasts but one short season) which is a 
free gift? Are not all social conquests, no 
less than the economic ones, the result 
of hard, patient, assiduous work? 


Land Reclamation 


The frequent use of the word reclama- 
tion has .given rise to great expectations 
among many Italians. The term is also 
associated: with the powerful financial 
effort which was made by Italy to pro- 
mote the progress of agriculture by 
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means of coordinated public works and 
private undertakings aiming at land 
improvement. It has not lost a great 
deal of its attraction; the programs 
connected with it are now opposed by 
vast classes of the population. 

No doubt those plans which aimed at 
a complete solution of the economic and 
social prcblem of our surplus agricultural 
population and which tried to solve it 
entirely within the borders of Italy 
through reclamation and land trans- 
formation were and are certainly ana- 
chronistic. We cannot say, however, the 
same of those plans which tend to im- 
prove agriculture to the extent of sev- 
eral million acres of land, by means of 
public works (roads, canals, aqueducts, 
etc.) which are necessary to the trans- 
formation of extensive agriculture into 
intensified and more modern forms. 

The solution for the problem of 
reclamation was put on a radically 
wrong basis because the ends pursued 
were out of proportion to the agricultural 
reality (land, climate, population) with 
which one had to work and with the 
economic means at our disposal. Those 
plans were based, willingly and con- 
sciously, on the absolute predominance 
of political considerations over eco- 
nomic considerations. Floods of ink 
have been wasted on this subject; and 
one still hears the echo of the arguments 
about the need to preserve for the 
ccuntry the honest, laborous, _ thrifty 
rural classes. 

If we look at it within the framework 
of the new economic world which is now 
taking shape, the problem of reclama- 
tion is seen in its economic framework, 
even though (being so closely connected 
with public works) it also has important 
social and political aspects. 

As reclamation is essentially an eco- 
nomic problem, the policy of state 
intervention in it must be revised. These 


reconsiderations are necessary not only 
because, generally speaking, the policy 
of making a state contribution (which 
amounts to about one-third of the costs 
of private works and all, or nearly all of 
the costs of public works in reclamation) 
is a source of great evils but also because 
the whole of the law of reclamation is 
practically unable to solve the real 
problems which are not so clear-cut 
and specific as the legislator seems to 
have thought. This judgment is made 
in spite of the fact that the law is very 
convincing from the theoretical view- 
point. 

Reclamation is a much more simple 
thing than the existing laws appear to 
have made it, assuming that its need is 
really felt (and not compulsorily forced 
upon the people) and that the financial 
means necessary to cope with it are at 
hand. On the one hand, there are 
public works which are traditionally 
within the competence of the state 
(roads, canals, aqueducts, etc.) On the 
other, there is a wide variety of private 
works on land improvement which en- 
lightened private interests will carry 
out whenever they see that they are 
needed. It seems clear that in a world 
of free international trade it will be out 
of place, to say the least, to try to trans- 
form in one specific way the cultivation 
of lands which will not repay the capital 
invested in them—in other words, to 
insist upon carrying out public works 
which do not yet give rise to any efficient 
form of private enterprise so that, in 
many cases, the very same public works 
have to be abandoned because nobody 
even asks for their upkeep. It will be 
said in reply to this argument that the 
gap between the action of the state 
which promotes and carries out a given 
public work and that of the landowners 
who may fail to carry out the private 
works is responsible for the fact that, in 
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certain cases, a public work has been 
abandoned. Our answer is that when a 
public work (road, canal, aequduct, 
etc.) is abandoned by the people it means 
that it is not useful and therefore it was 
useless to carry it out. Often, the state 
made the mistake of carrying out useless, 
or not sufficiently useful, public works. 
Since public works must be kept in good 
condition by public agencies, some pro- 
jects failed because the state failed to 
appropriate adequate sums for their 
upkeep. 

It is a mistake to allot a part of a na- 
tion’s savings, created through taxation, 
to contributions for works which the 
individual owners would not carry out 
because, except with a contribution from 
the state, they would be economically 
unsound. This is true from a political 
as well as from an economic viewpoint. 
In a free trade world, agencies which 
are set up merely to take advantage of 
public contributions are not inherently 
vital, else they would have functioned 


without the contributions from the state. . 


In addition, one must note that a con- 
siderable part of these public contribu- 
tions inevitably gets lost along the way 
in the meeting of expenses connected 
with the long procedure by which they 
are obtained. Their indirect and mar- 
ginal costs, consisting of the bureaucratic 
organization and the time wasted before 
the operator can put the investment into 
use, seriously diminishes their efficiency. 


The policy of state contributions is also 
the origin of many comprehensible fav- 
oritisms and, in any case, always works 
to the advantage of those who have an 
organization at their disposal, viz., the 
large proprietors. Moreover, it puts 
into the hands of the government an 
illiberal means of favoring its own sup- 
porters. For all these reasons, the 
policy of state contributions should be 
abandoned. 


The reclamation of the lands which 
deserve improvement can be carried out 
by a well thought-out policy of public 
works which will create better conditions 
generally for the progress of agriculture. 
Consequently, the state (also, in the 
future, the region) will initiate and 
finance those public works which are 
deemed useful for the community. The 
owners, if they think it advantageous, 
will carry out at their own expense those 
improvements (farm roads, rural build- 
ings, conditioning of the soil, etc.) 
which will lead to agricultural progress. 
But there should be no state contribu- 
tions to private owners for private 
works. 

What will be the fate, it will be asked, 
of the reclamation syndicates? The 
answer is easy: In a democratic state 
nobody can deny the owners the right 
to unite in a syndicate in order to carry 
out jointly (and eventually, also com-. 
pulsorily for the minority) certain ac- 
tivities and works of common interest on 
several properties. And let us add here 
that those reclamation syndicates, once 
their administrators are elected by the 
interested parties and their expenses 
are totally and consciously paid by the 
same, will avoid useless prestige works 
and will concern themselves with those 
projects which have a real and practical 
value to agriculture—a_ consideration 
often neglected in the past. The arti- 
ficial reclamation syndicates which were 
born (especially in the South and in the 
Islands) through the will of the govern- 
ment, financed by the state and fed by 
state contributions, are doomed to a 
natural extinction; whereas those which 
originated from the real needs of the 
owners will no doubt continue their use- 
ful activities. 

It will be said that the state cannot 
remain absent from certain enterprises 
such as are to be found in the Venetian 
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region and in Emilia, which extend over 
many thousands of acres and which ful- 
fill therefore a need which is also of a 
public character, i.e., the running of 
large hydro-electric plants. This is 
true. We admit that the state should 
not be absent. Yet, we ask, should the 
state be in the picture only in order to 
pay? Could it not be present to super- 
vise the enterprises through its adminis- 
trative and technical organizations? Who 
will ever prevent the state from taking 
action in urgent cases and, in cases of 
public utility, through the agrarian 
inspectors, the office of public works, 
and the prefects? If these agencies do 
their duty, as they have always done it, 
what dangers does the community face 
through the existence of a reclamation 
syndicate which extends over tens of 
thousands of acres? We do not see 
any. 

In conclusion, we think that the prob- 
lem of reclamation, like so many others 
when reduced to its essential aspects, 
will appear in clear and natural lines 
which make possible a definition of it. 
It can be summed up in the following 
manner: The progress of agriculture in 
many regions, especially in the South 
and in the Islands, implies the carrying 
out of many and sometimes onerous 
public works which it is the task of the 
state to promote and which must be 
paid for by the state in toto. The 
owners, individually or through associa- 
tions which may become compulsory 
for a minority, must carry out, totally at 
their own expense, those works which 
they deem suitable and convenient in 
view of their own productive aims. 

Irrigation has made a great contribu- 
tion to the progress of our agriculture 
and is destined to make an even greater 
one in the future. The problem of irri- 
gation policy presents issues similar to 
those of reclamation. For instance, the 


large canals and the works connected 
with them which are necessary to bring 
irrigation to certain areas ought to be 
carried out by the state if it judges them 
to be in the public interest. The owners’ 
syndicates, or similar bodies, should 
have the traditional tasks of building 
and managing the plants for local dis- 
tribution. This is their present re- 
sponsibility and quite often is discharged 


in a very satisfactory manner. 


When the owners are allowed the free 
appointment of the administrators of the 
syndicates and when they know that all 
the expenses of the syndicate must be 
paid directly and exclusively by them— 
and that no ambiguities and makeshifts 
will be allowed, such as were permitted 
in the past when state contributions 
were concealed under different items in 
balance sheets which were difficult to 


’ read—then a great step will have been 


taken towards the rehabilitation of the 
reclamation and irrigation associations. 
Their position is made difficult teday by 
many unnatural or chronically unsound 
appurtenances which must disappear. 

Finally, there is the problem of re- 
covering those reclamation projects which 
have been harmed by the way, a heavy 
problem and one which falls within the 
sphere of planning for national recon- 
struction. The years immediately ahead 
will be a fitting time to correct technical 
errors, to take advantage of past ex- 
perience, to settle in a lasting manner 
those works which have proved them- 
selves useful, and to abandon others 
which have proved useless. All this will 
afford a precious opportunity for re- 
vising on an economic basis the general 
plan of public works of reclamation and 
to settle it according to the new lines of 
our agricultural policy which must fit 
within the framework of the economic 
policy of Europe after the end of the 
present war. 
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Necessary Policies 


The tragic experience of recent years 
has taught the agriculturist what it 
means to be helped by a centralizing 
state, and also what advantages the 
agriculturist (who is an individualist by 
tradition) can derive from suitable asso- 
ciations in the solving of his own prob- 
lems. It is to be expected that the agri- 
culturists’ associations (cooperative and 
syndicates) will be able to contribute 
readily to the maintenance of lively 
competition among the industrialists who 
produce materials for agricultural use 
(fertilizers, machinery, etc.) so as to 
prevent the formation of monopolies. 
They will also be able to contribute to 
the reduction of some of the disad- 
vantages of the small farm when it 
comes to the employment of the most 
modern and efficient instruments of 
production. 

Though the writer is not exceedingly 
hopeful about the possibilities of agrarian 
cooperation (to which aims and tasks 
far exceeding its possibilities have too 
often been assigned) he is not a priori 
so distrustful of it as are some orthodox 
independents. On the contrary, the 
writer predicts that in agriculture, and 
especially in certain regions where the 
spirit of collaboration is very strong, co- 
operation will contribute to the solution 
of a number of problems, e.g., those con- 
cerned with the converting and the 
marketing of products (community cel- 
lars, community dairies, etc.) The 
Italian Federal of Agricultural Syndi- 
cates, organized in Piacenza more than 
fifty years ago, and the agricultural 
syndicates have acquired so much ex- 
perience and are so genérally supported 
as to be a group of organizations funda- 
mentally essential to the present recon- 
struction of our agriculture. 

Inevitable difficulties will be more 
easily surmounted through professional 


education, which is still inadequate. 
Generally speaking, agricultural educa- 
tion at the university level needs those 
improvements which are common among 
other teachers’ groups. It is not below 
the mark altogether. On the other hand, 
instruction at the high school level needs 
to be revised from its roots. Its best and 
most flourishing, specialized institutes 
have been ruined by an absurd law 
which aimed at standardizing them at the 
level of other schools. The same situa- 
tion has taken piace in instruction at the 
level which corresponds to technical 
education for the peasants. After a very 
flourishing period (during which it was 
kept at a very high level by the work of 
some unforgettable teachers of the catedre 
ambulantit, or “wandering agricultural 
chairs”) it has now fallen into the depths 
of the bureaucratism of the provincial 
inspectorates. These agencies, having 


transformed the previously independent 
local teaching positions into state offices, 


have killed what was best in the tradition 
of Italian agricultural technicians, who 
often used to face the heaviest work with 
apostolic enthusiasm. 

The technical education of the agri- 
cultural classes is one of the fundamental 
problems which a democratic state must 
put to itself, especially in a country like 
Italy where almost one-half of the 
population is rural. In this field one 
feels the need for radical reform which 
would coordinate all the various activi- 
ties in order to secure the systematic 
spreading of modern agricultural tech- 
nique among the great masses of agri- 
culturists and peasants. 

A basic type of training should be 
given in elementary schools and in the 
vocational schools of agriculture and it 
must be completely reorganized, ex- 
panded and provided with adequate 
equipment. A second type of training 
should be given by the visiting teachers 
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of agriculture when they are established 
again and have resumed their traditional 
functions. These are the forms of state 
intervention which, in the passage of a 
few decades, would prove to be really 
effective and efficient; and these are the 
reforms which must have preference with 
the state. For the carrying into effect 
of this program the government ought 
not spare its financial support. 

If one thinks of the possibilities which 
modern technical advances offer to the 
agriculturist, and of the inadequate 
technical training of a large proportion 
of our rural classes, one will understand 
the great economic and political ad- 
vantage accruing to the country as a 
whole from a wide and modern or- 
ganization of technical-agricultural edu- 
cation. 

Public money appropriated for the 
improvement of technical education raises 
the average standard of education and 
the political standard of citizens, and 
they secure for the producer the best 
tools for success. This is a much better 
investment for the state than the spend- 
ing of billions of dollars for the promo- 
tion of projects which, as a rule, cannot 
be carried out at a profit. 

One should not forget or neglect the 
problems connected with agrarian credit. 
In its substance the law of 1927 is bad. 
It will need revision of the agrarian 
credit sections in order to put it in line 
with what has been said concerning the 
contributions for reclamation. It will 
also need revision of the points concern- 
ing management credits for the double 
purpose of simplifying the procedure and 
of changing the spheres of competence of 
the individual institutes so as to bring 
them into line with the needs of regional 
self-government. Yet, the substance of 
the law should be maintained and the 
credit institutes set up by it should be 
strengthened. The work that has been 


done by some institutes for agrarian 
credit, such as that done in Piedmont 
and Tuscany, deserves to be studied 
carefully in order to get a clear knowledge 
of the means and forms through which 
the agriculturists have been helped in a 
substantial way, at the same time avoid- 
ing the danger of credit inflation. During 
the period of reconstruction these solid 
and well-administered institutions will 
be in a position to give valuable assist- 
ance. 

Finally, one should not forget that 
the function of credit institutions is 
particularly valuable to southern Italy 
and the Islands where, it may be as- 
sumed, they have failed thus far to live 
up to what was expected of them. This 
partial failure may be explained by his- 
torical and circumstantial reasoning. 
When it comes to the discussion of a 
reform of the law, it will be wise to give 
particular attention to the problem of 
credit in the South and in the Islands, 
with a view of providing larger amounts 
of capital to regions which need it more 
than do any other and of providing it at 
a rate of interest which should not prove 
to be, as is now too often the case, higher 
than that paid in other parts of Italy. 

On the whole, the future of Italian 
agriculture does not seem to be either 
easy or promising. It would be a danger- 
ous optimism to believe that the deep 
transformation which Italy must undergo 
in order to adapt itself to the new system 
of prices which will gradually form itself 
after the end of the war, will be quick 
or easy. The heavy destruction, and the 
need to rebuild the livestock and to 
provide the necessary machinery and 
tools, will requtre an immense financial 
effort which will weigh for many years 
on the budget of agricultural agencies. 
In addition, the loss of the export markets 
and the competition of other countries 
which have been less damaged by the 
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war are factors which will exercise a 
depressing influence on the prices of 
agricultural products and especially on 
the profitable ones (vegetables, fruit, 
wine, oil, silk, etc.) on which most of 
our productive effort will be concentrated 
in order, partly at least, to balance our 
national commercial budget on which our 
necessary imports (cereal, meat, coal, 
etc.) will weigh negatively. 

The hard realities outlined above are 
not such as need to make Italian agri- 
cultural leaders despair. Our legislators 
of tomorrow will have to show prudence. 
There are not today, nor will there be 
tomorrow, wide economic margins for 


further experiments nor for ambitious 
reforms. What is needed, and attain- 
able, is that the rural populations be 
given some fundamental legal certainties 
and guarantees. When these are assured, 
it would be better that they be left to 
deal freely with their own problems. If 
the peasants are not spoiled by promises 
which cannot be fulfilled, nor hampered 
by useless bureaucratic measures, they 
will display their fundamental construc- 
tive qualities once more—those same qual- 
ities which made it possible for our fore- 
fathers to build on land as poor as that of 
Italy one of the most beautiful and most 
productive agricultures in the world. 





The Supreme Court and Recent Public Utility 
Valuation Theory 


By WILLIAM H. ANDERSON* 


Introduction 


HE decision of the United States 

Supreme Court in the Hope Natural 
Gas Co., case! was without question a 
definite milestone in the development of 
public utility valuation theory. The 
exact extent and direction in which it 
was significant was not too clear in the 
minds of many in the weeks just follow- 
ing the promulgation of the Court’s 
holding. During the month of January 
a good deal of confused interpretation 
and even some far-fetched claims were 
made for the decision, especially in the 
news and editorial columns of our daily 
newspapers. There were those who 
stated that reproduction cost had been 
specifically repudiated as a standard of 
valuation. Others argued that prudent 
investment had now become the con- 
trolling standard, that Justice Brandeis 
had been vindicated, and that the way 
was clearly open for substantial rate re- 
ductions in the whole public utility 
regulation field. Some claimed that 
public utility investments would be 
seriously affected and not a few utility 
investors became quite concerned. 

More than one year has nowe~ sed 
since the decision was handed do n 
Some of the confused interpretation 
and wild claims seem to have sub- 
sided, and a more sober appraisal of the 
decision’s true worth should be possible. 
A sound evaluation of the Court’s de- 
cision can best be arrived at by taking 
reasonable account of the flow of legal 

* Attorney-at-Law, Economics Department, Uni- 
versity of Wisconsin. 
1 Federal Power Commission et al. v. Hope Natural Gas Co., 


320 U. S. 591, 64 Sup. Ct. 281 (1944) (Decided January 3, 
1944). 


and historical forces that have operated 
in the valuation field in the past. The 
Hope case was not decided in a vacuum; 
it was but the most recent pronouncement 
in a long series of decisions which had 
wrestled with the same issue time and 
again during the past fifty years. 

The regulation of public utility rates 
in the United States has now run the 
gauntlet of domination by the three basic 
branches of our federal system of govern- 
ment. Three decisions of the United 
States Supreme Court set off these three 
phases of regulatory evolution quite 
accurately.2 The first, or “legislative 
phase” was precipitated by Munn v. 
Ill., 94 U. S. 113 (1877). The second, or 
‘judicial phase,” became effective as the 
result of Smyth v. Ames, 169 U. S. 466 
(1898). And finally, the ‘administrative 
phase” came into being in the recent 
Supreme Court decision in Federal Power 
Commission v. Hope Natural Gas Co. In 
many respects the decision was a natural 
outgrowth of what had gone before, and 
at the same time it seems that the Court 
definitely charted a new course in public 
utility rate regulation. What is that new 
course and where does it lead? 


Legislative Phase—1877 to 1898 


When the Supreme Court decided the 
Munn Case in 1877, it upheld an Illinois 
statute licensing and fixing rates for 
grain warehouses. By so doing it firmly 
established the principle that public 
utilities are businesses ‘“‘affected with a 
public interest’; that they are inherently 

? Francis X. Welch, “The Impact of the Hope Na- 


tural Gas Decision on Commission Regulation,” Public 
Utilities Fortnightly, February 3, 1944, p. 139. 
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natural monopolies; that they control 
vital human necessities and as such they 
must be subject to special regulation by 
the state. The decision in the Munn 
Case was definitely the signal for legisla- 
tive regulation. —The Granger movement 
no doubt capitalized upon it. Legisla- 
tures one after another began to exer- 
cise this regulatory power. 

It did not take long to detect, however, 
that legislatures did not possess the quali- 
ties, structure, and technical competence 
to make the sound economic calculations 
that were essential to balance the inter- 
ests of both the utility consumer and the 
utility investor. Furthermore, their pro- 
nouncements were inflexible. Legisla- 
tures met on an average once every two 
years. There was no opportunity to 
make the readjustments which became 
necessary from time to time to reflect 
changing economic conditions. 


Judicial Phase—1898 to 1944 


The decision in Smyth v. Ames* had the 
effect of putting an end to direct legisla- 
tive action as a regulatory technique. 
This was true in spite of the fact that the 
immediate impact of the decision was to 
uphold a Nebraska “‘statute’’ fixing a 
schedule of railroad rates. In handing 
down the decision, however, the court 
did two things: first, it took over the 
right to pass upon the reasonableness of 
legislative declarations of public inter- 
est out of which came the principle 
that the courts set the limitations of 
public utility regulation; second, with 
the extension of judicial review to the 
reasonableness of legislative and com- 
mission regulation, it became highly 
essential that a standard of judicial 
judgment be established by which to test 
such “reasonableness.” This standard 
was first set forth in the fair value rule of 
Smyth v. Ames. 


#169 U.S. 466 (1898). 


Smyth v. Ames—an Eclectic Standard. In 
the Smyth case the Court held that in 
fixing non-confiscatory rates for utilities 
it was necessary to take into considera- 
tion a “number” of cost and value ele- 
ments. Among these were original cost 
of construction, the amount expended in 
permanent improvements, the amount 
and market value of its bonds and stock, 
the present as compared with the original 
cost of construction, the probable earn- 
ing capacity of the property under par- 
ticular rates prescribed by statute, and 
the sum required to meet ‘operating 
expenses.‘ —The Court pointed out that 
all these factors were to be given such 
weight as may be just and right in each 
case. ‘This was a strange admixture of 
elements upon which to calculate a fair 
valuation of the property employed for 
the public convenience. The point was 
that the Court was attempting to set 
up some guide posts. 

In order to arrive at the standard 
implied in the Smyth v. Ames case it be- 
came apparent that what was needed 
was expert, special bodies with juris- 
diction to make continuous adjustments 
in the light of changing economic cir- 
cumstances. Shortly thereafter a number 
of state regulatory commissions were 
legislated into existence. In 1907 New 
York and Wisconsin created the first 
‘‘full-powered” public service commis- 
sions. By the time of the First World 
War every state in the Union except 
Delaware had set up some kind of board 
with regulatory powers over the various 
utilities. 

The significant thing, however, is 
that in spite of the extensive exercise of 
regulatory powers by administrative 
bodies, in the final analysis these agencies 
were in a large sense amenable to the 
control of the courts. In decision after 
decision the Court promulgated rules 


4 Smyth v. Ames, 169 U. S. 466, 544-547. 
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affecting regulatory policy in such “‘de- 
tail’ that the commissions were directed 
how to handle depreciation, working 
capital, going concern value, various 
operating expense items, reasonable rates 
of return and even service area problems. 
In many respects it began to appear as 
though the courts were “taking over” 
the very functions the commissions were 
organized to perform. This seemed to be 
so much the case that even very recently 
authorities in the public utility field have 
said: 

“Thus, it should appear obvious that the 
place of the courts in utility regulation is 
important—more important than that of the 
commissions when matters of public policy 
are involved.’’5 


Early Emphasis on Reproduction Cost. But 
the Courts themselves were not without 
their problems in developing a satis- 
factory valuation standard. Smyth v. 
Ames presented a polyglot of elements. 
Though the Court had not used the 
words “reproduction costs,” yet it had 
referred to “present as compared with 
original cost of construction.” Very 
eatly in its decisions the Supreme Court 
made it a point to see to it that reproduc- 
tion costs were given proper weight in 
arriving at a given valuation. As early 
as 1909 that emphasis began to appear in 
the decisions. 

A few years later, in 1913, the Court 
again stressed reproduction cost as an 
important element in public utility valua- 
tion. In the Minnesota Raie Cases it 
spoke as follows: 


“. . . The making of a just return for the 
use of the property involves the recognition 
of its fair value, if it is more than cost. The 
property is held in private ownership and it 
is that property and not the original cost of 


*C. Woody Thompson and Wendell R. Smith, 
Public Utility Economics (New York: McGraw-Hill Book Co., 
1941), p. 153. 

* Wilcox v. Consolidated Gas Co., 212 U. S. 19, 52 
(1909). 

7230 U. S. 352, 454 (1913). 


it which the owner may not be deprived 
without due process of law.”’? 


During the War, in Denver v. Denver 
Union Water Co.,* it reiterated the same 
line, and advocated that the deprecia- 
tion was to be calculated on and sub- 
tracted from reproduction cost. In the 
Bluefield Water Works case® it held 
erroneous the Commission’s failure to 
accord proper weight to the greatly en- 
hanced costs in 1920 over those prevail- 
ing before the War. In the South- 
western Bell Telephone case the Court 
stuck to its guns stronger than ever on 
reproduction cost. It was in this de- 
cision that reproduction cost was sub- 
jected to a critical analysis at the hands 
of Justice Brandeis in a powerful, dis- 
senting opinion.'° He argued that re- 
placement cost could work serious in- 
jury to the utilities themselves. He main- 
tained that “‘the so-called rule of Smyth 
v. Ames” was “legally and economically 
unsound,” that the “thing” devoted by 
the investor to the public use was not 
specific property, tangible and intangible, 
but “capital” embarked in the enterprise; 
that it was impossible to find an exchange 
value for a utility since utilities, unlike 
merchandise or land, were not com- 
monly bought and sold in the market. 
“Value” could not be a composite of all 
the elements laid down in Smyth v. Ames. 

He pointed out that some commissions, 
like that of Massachusetts, had declared 
that capital honestly and prudently in- 
vested ought to be the valuation stand- 
ard. Under such a standard the rate 
base could be ascertained as a “‘fact”’ and 
not determined as a matter of opinion. 
In this dissenting opinion Justice Brandeis 
built up a powerful case for the prudent 
investment standard. From this time on 

#246 U. S. 178, 191 (1918). 
® Bluefield Water Works and Improvement Co. v. West 
Virginia Commission, 262 U. S. 679 (1923). f 


10 Southwestern Bell Telephone Co. v. Public Service 
Commission, 262 U. S. 276, 304 (1923). 





THE SUPREME COURT 15 


the struggle between reproduction cost 
and prudent investment became active. 

High Point of Reproduction Cost. ‘The 
Court probably reached the acme of its 
adherence to that doctrine in the Mc- 
Cardle v. Indianapolis Water Co. case'! in 
1926. It reinforced what it had said in 
1923 and further strengthened its em- 
phasis on probable future price changes 
as having a bearing on utility valuation. 
It spoke as follows: 


“It must be determined whether the rates 
complained of are yielding and will yield 

a sum sufficient to constitute just 
compensation for the use of the property 
employed to furnish the service; that is, a 
reasonable rate of return on the value of the 
property at the time of the investigation and 
for a reasonable time in the immediate 
future.” !2 


The Court clung tenaciously to repro- 
duction cost in the O’Fallon case,!* but 
more in the tone of. mere affirmation. 
The Court specifically extended this to 
depreciation accounting in United Rail- 


ways and Electric Co. v. West when it 
said: 


“The allowance for annual depreciation 
made by the commission was based on cost. 
The court of appeals held that this was 
erroneous and that it should have been based 
upon present value. The court’s view of the 
matter was plainly right.” 


Retreat from Reproduction Cost. ‘The first 
hint of retreat from reproduction cost 
and from the Court’s intermeddling in 
every type of utility regulation issue 
came in 1933 when Justice Hughes wrote 
the majority opinion in the Los Angeles 
Case. In that decision the Court said: 


‘We have emphasized the distinctive func- 
tion of the Court. We do not sit as a board 
of revision, but to enforce constitutional 
rights . . The legislative discretion im- 


11 272 U. S. 400 (1926). 

12 Thid., 408-409. 

18 St. Louis and O'Fallon Railway Co. v. U. S., 279 
U. S. 461 (1929). 

14 280 U. S. 234 (1930). 


plied in the rate making powers necessarily 
extends to the entire legislative process, em- 
bracing the method used in reaching the 
true legislative determination as well as 
that determination itself. We are not con- 
cerned with either, so long as constitutional 
limitations are not transgressed.'® 


At first glance the language of the 
Court would seem to indicate that it 
was forecasting the “‘end-result” doctrine 
which later made its appearance in the 
Hope Natural Gas Case. However, an 
examination of the facts in the Los 
Angeles case suggests that the Court in- 
tended no substantial falling back from 
judicial review in utility rate cases. In 
truth the Court found that while the 
California Commission had based its 
rates principally upon investment cost, 
it had done so largely because worth- 
while evidence as to reproduction cost 
was unreliable. The Court found that 
some of the company’s evidence as to 
reproduction cost was “too conjectural” 
and that on the whole the California 
Commission had really given as much 
consideration to the reproduction cost 
factor as was reasonably warranted under 
the conditions presented in the case. 
It pointed out that both actual cost and 
reproduction cost were relevant facts, but 
that neither was the final and exclusive 
test; and that the weight to be given to 
either of them was to be determined by 
the facts of the particular case. The de- 
cision, moreover, did indicate that the 
Court was going to stick closer to consti- 
tutional questions. 

The Court did not imply, however, 
that it had withdrawn judicial inquiry 
from the validity of methods and formu- 
lae, and that it was only interested in 
results. This was borne out two years 
later in the Potomac Case!’ where it 

16 280 U. S. 234, 253. 
16 Los Angeles Gas & Electric Co. v. California Com- 
mussion, 289 U. S. 287 (1933). ws 


11 West v. Chesapeake and Potomac Telephone Co., 
U. S. 662 (1935). 
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held that the Maryland Commission 
had followed an erroneous method. 
The Commission had used a combina- 
tion of price index numbers in attempt- 
ing to arrive at the reproduction cost of 
the plant involved in the case. The 
Court conceded that under some cir- 
cumstances it might produce reasonable 
results, but in others it feared that it 
might produce fantastic consequences. 


Administrative Phase 


Natural Gas Pipeline Case and Adminis- 
trative Phase. If there had been any hint 
in the Los Angeles case that the Supreme 
Court was doing some retreating, that 
hint became: even more evident in the 
Natural Gas Pipeline case.!* That de- 
cision was in effect a direct precursor of 
the Hope Natural Gas case insofar as it 
indicated that the Court intended to 
respect the judgment of the commissions 
more in the future. It did this by grant- 
ing that commissions in applying the 
statutory standard of reasonableness 
could range over a “zone of reasonable- 
ness” within which they were free to 
fix a rate varying in amount, but higher 
than a confiscatory rate. The floor of this 
zone of reasonableness was to be marked 
by the “‘lowest reasonable rate”’ which the 
Court characterized as “not confisca- 
tory in the constitutional sense.” The 
significant consequence of the decision 
was that by adopting the device of the 
“zone of reasonableness” the Court 
recognized that it ought not to substitute 
its judgment as to the best public policy 
for that of the legislature or its adminis- 
trative agent, the commission, especially 
if that body is ‘“‘informed by experi- 
ence.” It is true that the Court did not 
abdicate its true constitutional function 


18 Federal Power Commission v. Natural Gas Pipeline Co., 
315 U. S. 575 (1942). , 

19 Martin G. Glaeser, “The United States Supreme 
Court Redeems Itself,” Journal of Land & Public Utility 
Economics, May 1942, pp. 147, 148. 


in public utility regulation, but the de- 
cision seems to present strong evidence 
that the Court was finally willing to 
admit ‘administrative commissions to 
significant partnership in the work of 
public utility regulation.”!® This con- 
clusion is well borne out by the Court’s 
own language: 


“The Constitution does not bind rate-mak- 
ing bodies to the service of any single formula 
or combination of formulas. Agencies to 
whom this legislative power has been dele- 
gated are free, within the ambit of their 
statutory authority, to make the pragmatic 
adjustments which may be called for by the 
particular circumstances. Once a fair hear- 
ing has been given, proper findings made and 
other statutory requirements satisfied, the 
courts cannot intervene in the absence of a 
clear showing that the limits of due process 
have been overstepped.”?° 


Hope Case and Administrative Phase. On 
January 3, 1944 the Supreme Court 
handed down its’ decision in Federal 
Power Commission v. Hope Natural Gas 
Case.?' With it we emerged from a period 
of judicial domination and entered upon 
an era that seems to forecast greater in- 
dependence and discretion, but at the 
same time greater responsibility for our 
public utility regulatory commissions. 
For a more accurate appraisal of the 
meaning of the decision some statement 
of the facts may be necessary. 

Hope Natural Gas Co., is a West 
Virginia corporation organized in 1898. 
At the time of the investigation it was a 
wholly-owned subsidiary of the Standard 
Oil Co., of New Jersey. Since the date of 
its organization it has been in the busi- 
ness of producing and marketing natural 
gas to local consumers in West Virginia. 
The great bulk of the gas, however, goes 
to five customers which receive it at the 
West Virginia line and distribute it in 
Ohio and Pennsylvania. The Federal 

20 Federal Power Commission v. Natural Gas Pipeline 


Co., 315 U. S. 575, 586. 
21 320 U. S. 591, 64 Sup. Ct. 281. 
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Power Commission, which has juris- 
diction over gas rates in interstate com- 
merce under the Natural Gas Act of 
1938, ordered Hope Natural Gas to 
decrease its future interstate wholesale 
gas rates so as to reflect a reduction on 
an annual basis of not less than $3,609,- 
000. The Commission established an 
interstate rate base of $33,712,000, which 
it found represented the “actual legiti- 
mate cost” of the company’s interstate 
property. 

Hope contended for a rate base of 
$66,000,000. This included an item of 
$17,000,000, made up of expenditures 
which (prior to December 31, 1938) 
were charged to operating expenses. 
They consisted largely in costs of well 
drilling. Prior to 1923 Hope followed 
the general practice of the natural gas 
industry and charged ‘these costs to 
operating expenses. Now it sought to 
have them included in the rate base. 
The Commission rejected this claim on 
the ground that it would be a serious 
injustice to consumers in that it would 
force them to pay for the same thing 
twice. The Commission refused to 
place any reliance upon reproduction 
cost new, saying that it was “not pred- 
icated upon facts” and that it was too 
‘conjectural and illusory.” It based its 
computation on “‘actual legitimate cost.” 
The Circuit Court of Appeals set aside 
the Commission’s order. On appeal to 
the United States Supreme Court, that 
body by a 5 to 3 decision (Justice 
Roberts not participating) reversed the 
Court of Appeals and sustained the 
Federal Power Commission. 


In its opinion the Court referred back 
frequently to the Natural Gas Pipeline 
case. It reiterated that the Commission 
was not bound to use any single formula 
or combination of formulae; that the 
rate-making process involved the making 


- 


22 320 U. S. 591, 602. 


of ‘“‘pragmatic adjustments”; and that 
under the statutory standard of ‘“‘just 
and reasonable” it was the result reached 
and not the method employed which was 
controlling. It was this latter point that 
the Court went on to expound more 
fully: 


“It is not the theory, but the impact of the 
rate order which counts. If the total effect 
of the rate order cannot be said to be unjust 
and unreasonable, judicial inquiry is at an 
end. The fact that the method employed to 
reach that result may contain infirmities is 
not then important.”’2? 


Under this decision the utility chal- 
lenging a commission order must show 
that the effect of the order is either un- 
reasonable or unjust because it inter- 
feres with the company’s successful opera- 
tion, its credit standing, its ability to 
attract capital and to compensate in- 
vestors for risks assumed. Furthermore, 
courts will not take jurisdiction merely 
because the commission followed the 
wrong method; even where “certain 
infirmities” exist the company must 
show that the total effect of the rate 
order will impair the power of the utility 
to perform its public services adequately. 

The Court enormously strengthened 
the position of commissions by giving 
their orders a presumptive validity and 
reasonableness, and putting upon com- 
plaining utilities a definite burden of 
proving that they are confiscatory: 
“Moreover the Commission’s order does not 
become suspect by reason of the fact that it 
is challenged. It is the product of expert 
judgment which carries a presumption of 
validity. And he who would upset the rate 
order under the Act carries the heavy burden 
of making a convincing showing that it is 


invalid because it is unjust and unreasonable 
in its consequences.”’2% 


The Court could not approve the 
holding in United Railways v. West** to 


23 320 U. S. 591, 602. 
24 280 U. S. 234 (1930). 
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the effect that the annual allowance for 
depreciation should be based upon re- 
production cost and deducted in “‘repro- 
duction cost dollars.” The majority 
spoke out vigorously on this issue: 
“Moreover, this Court recognized in Lind- 
hiemer v. Illinois Bell Tel. Co. supra (292 
U. S. 151, 1934), the propriety of basing 
annual depreciation on cost. By such a pro- 
cedure the utility is made whole and the 
integrity of its investment maintained. No 
more is required.’’?5 

This was sound regulation. It must be 
noted, however, that the Court went out 
of its way to remove reproduction cost 
as a basis for depreciation accounting. 
At no point in the opinion does it 
definitely outlaw reproduction cost for 
the purposes of general valuation. The 
Court’s ruling on depreciation account- 
ing was the only sensible way to ap- 
proach that issue, for the reason that it 
is difficult to understand how deprecia- 
tion accounting could be founded on 
anything but original cost if any sem- 
blance of accurate bookkeeping is to be 
maintained. 

Mr. Justice Fackson’s Novel Opinion. 
The majority opinion was written by Mr. 
Justice Douglas. Mr. Justice Jackson, 
however, felt impelled to submit a full 
opinion in his own right. His utterances 
manifested some broad, statesmanlike 
qualities and are particularly significant 
because they present a unique approach 
to regulation theory where natural gas 
is involved. He agreed that a theory 
which tied rate-making to the fair-value- 
reproduction-cost formula should be over- 
ruled as being in conflict with the 
Federal Power Commission v. Natural Gas 
Pipeline Co., case. He contended, how- 
ever, that the Hope case offered an op- 
portunity for a reconsideration of rate- 
making doctrine as applied to natural 
gas. He then proceeded to set forth that 
reconsideration as he saw it. 

26 320 U. S. 591, 606. 


His analysis worked itself out along the 
following lines. It is necessary to con- 
sider the “eccentricities” of the regu- 
lated industry. The natural gas in- 
dustry can easily be distinguished from 
the ordinary public utility. Natural 
gas is an elusive, exhaustible, non-repro- 
ducible substance. Practically all other 
public utility services are reproducible— 
set up the plant, make the investment 
and the service can be produced out of 
the investment. Natural gas is tangible 
and possessible; it has a market and price 
in the field. It is a commodity—not a 
service. In the ordinary public utility a 
rate base is resorted to because it is the 
company’s “property” which is used by 
the public. The Justice’s own words 
clinch this point of view quite effectively: 


**Gas is what Hope sells and it can be directly 
priced more reasonably and easily and 
accurately than the components of the rate 
base can be valued. Hence the reason for 
resort to a roundabout way of rate base 
price fixing does not exist in the case of 
natural gas in the field.” ?6 


Natural gas is like coal, milk or any 
other commodity, which, if it is regulated, 
is regulated directly. There is no sound 
reason why the reasonable price of gas 
should be anchored to a rate base. The 
prudent investment theory has validity 
in fixing rates for a utility which creates 
its service directly by its “‘investment.” 
In the latter situation the extent and 
character of the service will be measured 
to some extent at least by the amount of 
capital invested in the enterprise. But 
it has “no rational application” where 
there is no such relationship between in- 
vestment and ability to serve. 

On the basis of this reasoning Mr. 
Justice Jackson would leave the way open 
to the Commission to fix maximum 
prices for natural gas directly and shift 
the emphasis from the producer to the 


26 320 U. S. 591, 648. 
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product which would be regulated with 
an eye to representative-producing con- 
ditions in the field. It may well be that 
there is a good deal to be said for the 
Justice’s point of view. The regulatory 
power would still remain with the Com- 
mission, except that it would proceed by 
the direct pricing method. He recognizes, 
however, that in rendering the trans- 
mission service through its pipelines the 
company ought to be entitled to value 
the “‘service” by reference to a rate base. 

In the closing paragraphs of the 
opinion Mr. Justice Jackson assumed a 
very statesmanlike attitude toward the 
conservation of natural gas. He recom- 
mended that it be conserved for the 
benefit of the large numbers of domestic 
consumers rather than used up by a few 
heavy commercial and industrial users 
at rates substantially below domestic 
rates. His closing remarks summarize 
his broad point of view: 


“The Commission is free to face up realistic- 
ally to the nature and peculiarity of the re- 
sources under its control, to foster their 
duration in price fixing and to consider future 
interests in addition to those of investors and 
present consumers This problem 
presents the Commission an unprecedented 
opportunity if it will boldly make sound 
economic considerations, instead of legal 
and accounting theories, the foundation of 
federal policy.”’?” 


Legal Implications of Hope Case. As 
was pointed out earlier, the interpreta- 
tion of the Court’s opinion in the Hope 
Case has been varied. A short appraisal 
of what the decision “‘did” and “did 
not” say should cast some light on its 
usefulness. Shortly after the opinion 
was handed down it was widely claimed 
that “prudent investment” had become 
the accepted and required standard of 
valuation. But nowhere in the opinion 
does the Court make any positive state- 
ment to that effect. About the most that 


27 320 U. S. 591, 660. 


can be said is that the Court found that a 
commission order that was based on 
“actual legitimate cost” was not un- 
reasonable and confiscatory. In fact the 
Court avoids putting its stamp of ap- 
proval upon any formula as required for 
ratemaking. Its emphasis upon the 
‘total effect” of the rate order, and its 
willingness to overlook “infirmities” in 
method, if the end-result is sound, seems 
to indicate that it is no longer going to 
champion any particular standard. It 
seems to have shifted the responsibility 
for choosing administrative methods and 
techniques to the commissions, holding 
them accountable only for final results. 

Nowhere in the decision does the Court 
knock out reproduction cost as a possible 
standard for valuation purposes. It is 
true that the Court no longer requires 
reproduction cost as a “necessary stand- 
ard,” but nothing in the opinion would 
prevent a commission from using it 
along with others, so long as the com- 
mission’s final order was _ reasonable. 
However, for depreciation-accounting 
purposes reproduction cost may no longer 
be the answer. 

Perhaps the most powerful implication 
of the opinion is that it has thrown the 
responsibility for utility regulation clearly 
(but not irrevocably) into the laps of the 
regulatory commissions; that the Court 
will not insist upon a particular formula 
or combination of formulas for the com- 
missions to work with; and that it will 
not interfere unless there is a clear show- 
ing of the violation of due process and the 
presence of confiscation. 


Evaluation of Decision Per Se. It cannot 
be said that the Hope Natural Gas 
opinion is clear-cut and conclusive. In 
many respects it is vague and somewhat 
up in the air. It seems to be not too 
satisfactory evéh to the Court itself for, 
out of the eight justices participating, 
five wrote separate opinions—three of 
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them dissenting opinions. The fact that 
there was a great variety of reaction to 
it by public utility commissioners, lay- 
men and newspaper editors is a fair 
indication that there is something in- 
herently vague about its conclusions of 
law. The Court did not come out 
squarely in favor of the prudent invest- 
ment standard. From the point of view 
of making the law more “settled” a 
direct ruling of that kind might have been 
more desirable. In spite of the fact that 
the Court has been reasoning in terms 
of standards and formulas for years, it 
now does not seem to be too concerned 
about them. It sets up no guide-posts 
for the regulators to follow. It projects 
no philosophy, social, economic or legal 
by which to steer regulation. Mr. 
Justice Jackson seemed quite concerned 
over this weakness in the decision. 
He said: 


“We need not be slaves to a formula but 
unless we can point out a rational way of 
reaching our conclusions they can only be 
accepted as resting on intuition or predilec- 
tion. I must admit that I possess no instinct 
by which to know the “reasonable”’ from the 
“unreasonable” in prices and must seek some 
conscious design for decision.” 8 


It must be remembered, too, that the 
Hope case was an easy case “on the 
facts.” The company had made big 
profits over a period of forty-six years. 
Under these obvious circumstances a 
little trimming down of rates by the 
Commission could not possibly be un- 
just. The problem might be a good deal 
different in the “close case.” It is then 
that appropriate standards are most 
necessary to determine whether the 
rates are reasonable. On the whole the 
Hope decision makes poor law. To some 
authorities it even looks as though the 
utilities face regulations in the future 
stripped of the right of judicial review 


#8 320 U. S. 591, 645. 








except under almost prohibitive condi- 
tions.2® What may probably happen is 
that the Court itself, when pressed, 
may have to clarify its position. 


Effect on Utility Regulation 


What will be the immediate and long- 
run effects of the Hope Natural, Gas 
Decision? Several things are certain. 
There has been and there will be no 
wholesale rush to cut public utility 
rates, nor will there be any great scramble 
to revalue the public utility property of 
the country. There is no evidence that 
throughout the country reproduction cost 
is a thing of the past. Nor can it be said 
that prudent investment will at once 
become the generally-recognized stand- 
ard. There is nothing about the opinion 
which demands it. 

The basic net effect will be that of 
putting the power to regulate public 
utilities squarely into the hands of the 
federal and state regulatory commis- 


sions. Federal commissions are now per-. 


mitted to put less weight upon repro- 
duction cost. In the field of federal regu- 
lation “actual legitimate cost” has in 
“‘effect”? become the usable standard. 
Nor is there anything in the decision to 
prevent the Supreme Court from tacitly 
approving reproduction costs in a given 
case, if it felt that the end-result was 
sound. 

The state commissions will continue 
pretty much under the control of their 
own statutes and decisions of their own 
courts. The decisions of the federal Su- 
preme Court are not necessarily binding 
upon state courts, when those courts 
are passing upon orders regulating in- 
trastate rates. There are some state laws 
which lay dewn requirements as to re- 
production costs. The Ohio public 
utility statute, for instance, requires the 
commission to consider reproduction cost 


29 Francis X. Welch, op. cit., p. 149. 
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evidence. In Pennsylvania the state 
Supreme Court has construed its law 
to mean that such evidence must be 
considered. 

In a number of states, decisions pre- 
vail to the effect that reproduction cost 
is a necessary, but not an exclusive 
standard. In two states, Massachusetts 
and California, the commissions and the 
courts have been partial to prudent in- 
vestment for some time. They now 
stand re-assured. If some states feel free 
to swing over to prudent investment, 
certain advantages will flow to the regu- 
latory process. The change will reduce 
the laboriousness and the time element 
involved in valuation under Smyth v. Ames, 
for prudent investment can be deter- 
mined quite largely from the books of 
the utility in question.*® Furthermore, 
it will release some of the energies of 
commissioners for another equally im- 
portant task in rate regulation—that of 
scrutinizing utility expenditures.*! 

As yet there is no evidence of adverse 
effects accruing to utility investors. Com- 
petent observers now feel that investors 
have: nothing to fear from the opinion. 
In fact they maintain that the decision 
establishes more clearly than ever the 
right of utilities to reasonable earnings. *? 
The Court has merely placed rate-mak- 
ing on an economic rather than a pro- 
cedural basis. ** 

In an effort to check the reaction of 
the state utility commissioners through- 
out the United States to the Hope de- 
cision the Wall Street Journal dispatched 
telegrams to the chairmen of the various 
state bodies. They were asked what the 
effect on regulation would be, and 
whether it would open the way to ex- 
tensive rate reductions. Out of twenty- 


30 Gregory Hankin, “The Effect of the Hope Natural 
Gas Case on the Future of Rate Regulation,” Public Utilities 
Fortnightly, February 3, 1944, p. 138. 

3! Tbid, p. 138. 

3'Harold H. Young, “Court Upholds Fair Utility 
Earnings,” Barron’s, February 14, 1944, p. 3. 


four replies received five commissioners 
declined to give their views. On the 
whole most of those who replied felt 
that the Hope Natural Gas Decision was 
an important milestone in the develop- 
ment of utility regulation, but they did 
not believe that it would stimulate any 
substantial changes in their respective 
jurisdictions.** It turned out that only 
one Commissioner, George M. Beamer, 
Chairman of the Indiana Public Service 
Commission, was inclined to believe that 
rate reductions were in prospect as a 
result of the decision.*® 

Three state commissioners (Connecti- 
cut, Maryland, and Oregon) were of the 
opinion that the decision would be of 
great help to the commissions, but they 
did not imply that rate reductions would 
necessarily follow in the near future. 
Thomas A. Kennelly, public utility 
administrator for the Rhode Island De- 
partment of Business Regulation, warned 
that state commissions should weigh 
carefully the meaning and gravity of 
their new responsibility under the Hope 
case.2* The spokesmen for four commis- 
sions (Arizona, Colorado, Maine, and 
Washington) did not think that the 
Hope case would make much difference 
one. way or another in their respective 
jurisdictions. The chairman of five other 
state commissions (California, Massa- 
chusetts, Minnesota, Missouri, and Wis- 
consin) stated that there would be no 
change in the regulatory policies of their 
respective states for the reason that they 
were already using an original cost basis 
for rate-making purposes.*? It seems, 
therefore, that those who are in daily 
contact with utility regulation problems 


33 Sparta Fritz, Jr., “Court Upholds Fair Utility 
Earnings,” Barron’s, February 14, 1944, p. 3 

34“Echoes of the Hope Natural Gas Case,” Public 
Utilities Fortnightly, March 2, 1944, p. 308. 

35 Tbid., p. 308. 

%6 Tbid., p. 309. 

37 “Echoes of the Hope Natural Gas Case,” Public 
Utilities Fortnightly, March 2, 1944, p. 310. 
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do not anticipate any noticeable revolu- 
tion in methods of valuation. 


Conclusion 


The fundamental outcome of. the 
Hope Natural Gas case is that there 
has been a shift in the balance of power 
in the field of utility regulation. The 
active responsibility is now definitely 
couched with the legislative and ad- 
ministrative branches of government. 
The Supreme Court has assured the 
commissions that it intends to stay 
within its true province as the final 
arbiter on the purely constitutional 
questions of due process and confisca- 
tion. It has given the commissions the 
green light on all problems of utility 
regulation; it does not require any 
particular formula or standard of valua- 


tion of them, so long as they reach just 
and reasonable results. The commis- 
sions now possess broad and deep powers. 
If the regulatory authority is exercised 
in a reasonable and scientific manner, 
utility regulation can become both an 
art and a science respected and abided 
by generally. If not, it may become 
necessary for the legislatures to re-write 
regulatory statutes to spell out policy, 
standards, and methods, in such com- 
plete terms that commissions cannot 
abuse their discretion. One authority 
views the future optimistically: 


‘*The commissions are now truly masters of 
public regulation and on the basis of past 
performance, we can fairly hope that they 
will prove equal to the task.’’38 


38 Francis X. Welch, op. cit., p. 151. 
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Two Approaches to Industrial Location Analysis 
By LLOYD RODWIN* 


WO notable contributions to the 

analysis of industrial location have 
been made within the last decade. Be- 
cause they reflect almost polar approaches 
they serve to high-light some of the more 
important controversies on method in lo- 
cation economics. Professor E. M. 
Hoover, Jr.,! refines and extends the 
systematic formulae of Weber and his 
school. He also presents the history of 
two industries and a broad survey of the 
genesis and development of existing 
localization patterns. Professor S. R. 
Dennison, on the other hand, rejects 
abstract theoretical analysis.2 His aim 


is to diagnose and offer remedies for a 
serious economic and social maladjust- 
‘ment; and his research tools, including 
historical ordering of data, statistical 


_and case studies, emphasis on strategic 


factors, etc., are tailored to suit the pur- 
Both books, however, attempt to 
treat the social implications of industrial 
location. Both stress the urgency of 
further studies. A critical review of the 
techniques of analysis developed by 
these two authorities ought to help us 
develop further the more promising lines 
of investigation. 


I. Spatial Diagrams and Abstract Deductions 


Hoover’s approach is general. No 
specific problem must be_ resolved. 
Prompted by curiosity about the work- 
ing of locational forces and the im- 
portance of proper understanding as a 


‘basis for public policy, an attempt is 


made to develop tools capable of coping 


*Research Assistant, Department of Agricultural 
Economics, University of Wisconsin. The writer is much 
indebted to Professor L. A. Salter, Jr., and to the late Pro- 
essor G. S. Wehrwein for provoking interest in the subject 
and for helpful criticisms and generous assistance in the 
preparation of this paper. 


with ‘a whole range of locational prob- 
lems.”* Both the “theoretical” and the 
‘practical’? approaches are presented 
in order “to acquaint the reader with 
progress in this somewhat esoteric field 
and to place the historical matter relat- 
ing to the shoe and leather industries 
in its proper setting.”* Neither an ex- 
haustive treatment of location theory is 
claimed, nor a “short run” analysis 
of current problems. It is significant 
though, that in outlining the scope of 
the book, Professor Hoover refers to 
Part I as containing the principal theo- 
retical tools and to Parts II and III asa 
survey of the locational aspects of the 
shoe and leather industries without 
specifically committing himself to the 
application of his tools. The text faith- 
fully reflects this statement of purpose. 
Professor Hoover, therefore, cannot be 
criticized for overlooking something that 
he promised to do. Yet this failure to 
knit together the elaborate theoretical 
groundwork with the empirical struc- 
ture throws doubt on the utility of the 
former analysis. Instead of finding the 
theory verified by historical experience, 
the reader encounters three quite sep- 
arate studies; a statement of location 
theory, a survey of locational elements in 
the shoe and leather industries, and a 
general history of locational alignments. 
Each section is essentially independent 
of the others. 

1. The ‘Theory of Location. Basically, 
Hoover’s theory of location follows Web- 


1E. M. Hoover, Jr., Location Theory and the Shoe and 
Leather Industries (Cambridge: Harvard University Press, 
1937). 

2S. R. Dennison, Location of Industry and Depressed 
Areas (London: Oxford University Press, 1939). ’ 

3E. M. Hoover, Jr., op. cit., p. v. 

4 Ibid., pp. vevi. 
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er’s approach as modified by Palander’s 
criticisms.’ ‘Taken for granted are the 
distribution of natural resources, the 
desires and tastes of human beings, and 
the extant economic techniques.* Start- 
ing with the simplest case it is reasoned 
that extractive industries serving specific 
consumption points are located at sources 
requiring the lowest combination of 
production costs plus freight charges. 
Contour lines or “isotims,’” which re- 
present the points of equal delivered 
price, are used to indicate these resultant 
cost patterns. This treatment combines 
Weber’s orientation analysis with Fetter’s 
concept of market areas, both of which 
are dependent upon transport costs. 
Brief attention is also devoted to the 
effect of distance and diminishing returns 
on rent levels and intensity of land use. 

In dealing with manufacturing in- 
dustries Hoover simplifies Weber’s analy- 
sis by distinguishing only three broad 
categories of transport orientation: to- 
ward markets, toward raw materials, and 
toward nodal points or junctions.? Wage 
differentials are likewise reduced either 
to transfer costs which are based on 
varying costs of living or to production 
costs which are based on differences in 
real wages resulting from immobilities 
of labor. Production costs are shown to 
be locational questions when differ- 
entials occur from place to place, in 
which event production may be situated 
at points other than those of minimum 
transfer costs. Finally, economies of 
concentration are distinguished. <A de- 
cided improvement is effected over Web- 
er’s analysis, which was largely in terms 
of labor cost advantages, in that Hoover 
presents a separate discussion of econo- 


5 Ibid, p. 8. 

¢ Ibid. p. 284. 

7 Ibid., p. 58. Production points in between (which 
Weber derived through his locational diagrams) rarely 
develop because of additional loading costs as well as other 
considerations. 


mies attributable to the firm, the in- 
dustry, and the locality. 

Professor Hoover’s approach is a 
“cross.”” It involves a deductive appraisal 
of cost factors tied to fixed assumptions, 
ceteribus paribus, generously interpo- 
lated with empirical allusions which are 
sometimes purely illustrative but are 
more often actual supplements where the 
theory is deficient. Transfer costs, for 
example, refer not only to freight rates 
but include among other things“ . . 
deterioration either physically or in re- 
spect to style changes (hence the premium 
on speed for certain goods) and reliabil- 
ity of delivery.”* Still other factors are 
mentioned that contain non-cost eie- 
ments, such as migrations, historical 
accidents, institutional limitations, labor 
skills, elastic labor markets, and even 
resentment kindled by union interference 
with management. Items like these 
are nct quantitative and so are hardly 
resolvable into accurate price denomina- 
tors. ‘They are likewise surds so far as 
the diagrammatic representations are 
concerned, for they cannot be precisely 
equated with the pull of costs in other 
directions. Neither isodopanes (points 
of equai transfer cost)® nor isotims 
(points of equal price) can assimilate 
these incommensurable variables; and 
the utility of both is to that extent im- 
paired. 

A real danger also lurks in the resort 
to these isotims or spatial diagrams of 
cost analysis. They are intricate, sus- 
ceptible to manipulation and extension. 
Because they may seem to endow one 
with a new kind of esoteric knowledge, 
there is an easy possibility that they 
may be misused. Location theorists, 
like our statistical brethren of the twen- 
ties, may well succumb to the interests 

8 Ibid., p. 39. 
® Hoover einploys the term transfer cost though 


isodopanes cannot accurately represent the items intended 
for inclusion in his list. 
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that these elaborate figures themselves 
stimulate. In the process, factors not 
amenable to spatial convolutions may 
be slighted or ignored. 

Economies of concentration, trans- 
portation, labor and production costs 
may be vital elements in fixing in- 
dustrial location; but it is Procrustean 
to assume that an adequate formulation 
of location requirements would be satis- 
fied by any such preconceived set of 
simple categories. Industries vary; and 
to reduce their components to a few 
general factors often is to lose sight of 
other equally fundamental determinants, 
For instance, large open spaces are vital 
in the chemical industry; speed in the 
garment center; and sources of capital 
have exerted considerable influence in 
the growth of the shoe industry. !° 

Since special considerations are con- 
stantly involved, Dennison justifiably 
protests that ‘“‘the theory becomes almost 
useless as tool, for before it can be used 
in a particular case, the case must be 
analyzed in order to discover whether 
the factors are in fact important. 
The theory would thus emerge and would 
not be a preliminary explanation. Viewed 
as a general explanation there are 
parallel drawbacks as, seen in this light, 
it becomes simply the precise formula- 
tion of specific cases of the factors 
selected, with no presumption that these 
cases are representative of the phenomena 
to be explained.”!! By imposing arbi- 
trary conditions, which necessarily ex- 
clude many relevant factors, the theory 
is rendered inapplicable, except by sheer 
coincidence, to those very problems 
which it may be subsequently called 
upon to explain. 

Insights into the processes of industrial 
development and the dynamics of change 
are equally sacrificed by the Weber 


_—_—_—_— —_ 


10 Thid., p. 268. 
- 1§. R. Dennison, of. cit., pp. 14-15. 
12 E. M. Hoover, Jr., op. cit., pp. 283-4. 


type of analysis. The assumptions rule 
out technical improvements, different 
desires and new sources or altered pat- 
terns of resource use.!? Yet the economic 
structure and patterns of population dis- 
tribution do change, though to ascertain 
hcw and why the transformation occurs, 
the new directions that emerge, and the 
possibilities for control and guidance re- 
quires a totally independent investiga- 
tion. Were the theoretical system em- 
ployed alone, that is, ruled by given 
conditions without recourse to ad hoc 
interpretations, it would prove static, 
cramped, ineffectual. The past is sealed; 
prediction is circumscribed, if not fore- 
closed; and, as in cross-sectional statis- 
tical analysis, any real hope for de- 
termining causation is foregone.'* Small 
wonder Professor Hoover remarks in 
his concluding chapter that “to give 
reality to the theory it is necessary to 
add*a third dimension to the picture: 
to take an historical view and to show 
how locational patterns evolve.” '* This 
suggestion might be satisfactory enough 
if not for the fact that the insights bur- 
geon from the history, not from the 
theory! 

2. The Shoe and Leather Industry. Changes 
in both the leather and shoe industries 
are telescoped by Hoover through loca- 
tional lenses. With the invention of 
tanning extracts, the leather industry 
is shown to have shifted to midwestern 
sources of hides supply. Concentration 
in these areas helped in furthering 
mechanization and in enlarging estab- 
lishments. | Special explanations are 
necessary in accounting for the location 
of lighter leather industries near the 
Atlantic coast. 

The shoe industry is traced from the 


village stage where shoes were produced 


L.A. Salter, Jr., ‘Cross-Sectional and Case 
Grouping Procedures in Research Analysis,” Journal of 
Farm Economics, November 1942. 

18 E, M. Hoover, Jr., of. cit., p. 284. 
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and consumed within the community 
to the stage of manufacture and produc- 
tion for outside markets. Continued 
settlement of the frontier, the availability 
of excess labor and capital, the intro- 
duction of the McKay sewing machine 
together with the reduction of the need 
for skilled labor, and the relatively 
inexpensive leasing system helped in 
shifting the loci of shoe production 
westward. In recent times, emphasis 
on styles and the growth of labor unions 
account respectively for the necessity 
of ready access to large consumption 
areas and the movement of staple shoe 
production out of territory strongly 
organized by unions. 

Occasional efforts are made to parallel 
the conclusions of the historical analysis 
by resort to labor coefficients, ideal 
weights and some modified cost com- 
putations on the German leather and 
shoe industries prepared by Adolf Link, 
one of Weber’s students.'® The results 


justify the diffidence with which the 


task is approached. Professor Hoover 
issues the warning that “even Weber’s 
most devoted disciples realized that 
merely computing the weight ratios 
for the various materials involved in a 
given manufacturing process and cor- 
recting them for differences in freight 
rates does not enable the investigator to 
take ruler and compasses and mark out 
on a map the optimum locations for the 
industry.”'!* The reader is repeatedly 
urged not to take the figures too seriously 
for the data permit only the roughest 
of generalizations, and it would be 
absurd to attach any exact significance 
to the computations. !” 

The vagueness of the approximations 
developed does not reflect favorably 
upon the theory. One is led to conclude 
that whatever merit attaches to the 

18 Ibid., pp. 119-123; 167-170. 


18 Jbid., p. 118. 
17 Ibid., pp. 119, 121, 123. 


survey belongs to the utility of the his- 
torical technique and the quality of the 
author’s scholarship. Professor Hoover 
does provide a lucid and absorbing 
account of the industries’ steady migra- 
tion and the underlying causes involved. 
Bur it is reasonable to suppose that, if 
the examination of the shoe and leather 
industries was really undertaken as an 
inquiry to help solve some real and per- 
plexing problems or simply to test the 
theory, there might have been a stronger 
inclination to jettison the latter in view 
of its apparent inapplicability. 

A variety of evidence is introduced by 
Hoover to help ground the conclusions. 
Distinctions are required, for example, 
in discussing the seaboard localization 
of the lighter kid leather production, in 
explaining the specialization of some 
areas in heavy or light shoe production 
in accordance with the available labor 
supplies, or in accounting for the growth 
of shoe manufacturing in most of the 
midwestern cities through the character- 
istics of the German immigrants. The in- 
fluence of greenback inflation and the de- 
pression of ’73 in restricting available cap- 
ital is another example. This searching 
out of various pieces of useful evidence is, 
of course, a compliment to Hoover’s scho- 
larly thoroughness. But it has a special 
point for the purposes of this paper. 
Careful comparison indicates that what- 
ever information is gleaned from the 
theoretical analysis is more conveniently 
and satisfactorily ascertained by the 
simple historical and analytical investi- 
gations.‘® Furthermore, even if the 
abstract derivations were sounder and 
more reliable than they seem to be, 
similar particularized studies would be 
required anyhow. These would be 


18It would be less disappointing if the deductions 
extended our knowledge by producing propositions not 
previously glimpsed which might be subject to confirmation 
and verification. Instead tke theory limps along as a lame 
escort to other tvpes of controlled inquiry. 





ie his- 
of the 
[oover 
rbing 
nigra- 
olved. 
iat, if 
-ather 
as an 
1 per- 
st the 
onger 
view 


ed by 
sions. 
mple, 
ation 
mn, in 
some 
ction 
labor 
owth 
f the 
icter- 
e in- 
e de- 
!cap- 
ching 
ce is, 
scho- 
ecial 
aper. 
vhat- 

the 
ently 

the 
yesti- 

the 
and 

be, 
1 be 
be 


actions 
ns not 
nation 
2 lame 


INDUSTRIAL LOCATION ANALYSIS 27 


necessary in order to cover the data 
barred from the theoretical analysis 
but which prove to be vitally important 
for comprehension of the locational 
alignments. 

3. Frontiers and History. In summing 
up, Professor Hoover. takes a quick 
backward glance at the course of eco- 
nomic history to “show how locational 
patterns evolve.”!® Then he scans some 
of the frontiers reached by location 
theory. Had the preceding sections in 
Hoover’s volume been omitted, it would 
hardly have affected the substance of 
this survey. What is said about the 
shifts from self-sufficiency to the develop- 
ment of trade and industrial specializa- 
tion and the influence of transportation, 
labor, and the industrial revolution is 
not derived from nor dependent upon 
location theory. The concluding review 
furnishes a general summary of the 
principal shifts in industrial location 
and the impact left by special locational 
factors. Emerging twentieth century 
tendencies such as the liberating force 
of power and electricity, the growing 
emphasis on speed, style, and service, 
and the impact of the automobile are 
keenly evaluated. But in the end one is 
no closer to a usable tool than at the 
outset, except in so far as it might be 
implied that a historical analysis is 
indispensable in any locational analysis. 

These limitations are sensed by Pro- 
fessor Hoover. He freely grants that 
“before the theory of location can be a 
very useful practical instrument it must 
be developed in some directions in 
which barely a start has been made.”?° 
Suggestions are made to encourage fu- 
ture explorations in the fields of mono- 
polistic competition, short-run location 
theory and the social problems of in- 
dustrial location. What is questionable 

19 E. M. Hoover, Jr., op. cit., p. 284. 


20 Ibid., p. 294. 
%1 [bid., p. 295. 


though is whether the methodology 
employed in the abstract Weberian 
system can provide the required illumi- 
nation. Perhaps some of the conclu- 
sions can be fitted into the analysis of 
monopolistic competition as developed 
by Chamberlain and others. The con- 
cept of distance (not the theory of 
location) has proved useful in analyzing 
market separation. But such progress as 
is made, Hoover feels ‘“‘will be deter- 
mined largely by progress in the general 
theory of monopolistic competition.”?! 

Examples of needed analysis in short- 
run locational theory which Professor 
Hoover hints “may be more important 
than the exact optimum long-run ad- 
justment’’?? include studies of rates of 
population shifts from high to low wage 
areas, the competitive life of an in- 
dustrial plant in an unfavorable location, 
the immobilities of capital and entre- 
preneurship, etc. “As the answers to 
these questions vary from industry to 
industry and according to time and 
place, there is plenty of scope for in- 
vestigation.’ But it is clear that the 
techniques he has developed are in- 
capable of providing assistance for any 
of these basic inquiries, a fact which 
seems to be confirmed by Hoover’s 
commendatory references to more “em- 
pirical” studies of population redistri- 
bution as “noteworthy investigations 
of this kind.”’*4 

Nor does it seem likely for similar 
reasons that future research on loca- 
tional derangements and their burden- 
some social costs will be able to use the 
“tools” which were designed for “a 
whole range of locational problems.”?5 
So far as Hoover calls attention to the 
social phases of locational malajustments, 
such as basing point formulae, urban 

2 Ibid., p. 296. 
18 Ibid. 


24 Ibid. 
25 Jhid., p. v. 
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concentrations, or the banishment of 
noxious activities, a real stimulus to 
further study has been made. The 
right direction, however, is not the right 
road. One may hope that future students 
will not stumble into blind alleys simply 
because of failure to recognize sufficiently 
the limitations of the theoretical ap- 
paratus. 


II. History and Problem-Shaped Analysis 


A specific problem confronted Pro- 
fessor Dennison. The depressed areas of 
northern England had been the subject 
of considerable public discussion as well 
as an important phase of the investiga- 
tion conducted by a Royal Commis- 
sion.?® Declining industry and unem- 
ployment in these regions, even during 
years which elsewhere were relatively 
prosperous, created grave social disloca- 
tions. Both cause and cure were in- 
extricably associated with industrial lo- 
cation. 

Here was a grim situation that needed 
thorough understanding to disclose the 
strategic sectors of long-term develop- 
ments. Equally vital were the fulcrums 
of short-period changes that might re- 
verse the trends. Remedial policies de- 
pended to a considerable extent on the 
correct appraisal of these crucial con- 
trol points. If the limitations of Weberian 
methodology need documentation, it 
is here in evidence by its sheer inability 
to come to grips with any of the funda- 
mental elements: neither descriptively 
for the theory is too abstract and self 
contained; nor historically for that is 
outside its scope. And certainly not in 
terms of causation or prediction, for 
they are squarely dependent on the 
other two. 

1. Problem vs. Theory. Instead of 
tackling the problem immediately, Pro- 


26 Report of the Roval Commission on the Distribution of 
the Industrial Population, Barlow Coramission (London. His 
Majesty’s Stationery Office, January 1940). 

27. R. Dennison, op. cit., pp. 27, 70-72. 


fessor Dennison delves first into the 
literature on this subject for background, 
hints, or guideposts to orient his analysis. 
Except for a few scraps of information 
and random generalizations about labor 
supply, craft skills, raw material re- 
sources, and urban concentration, the 
classical economic theorists such as Smith, 
Mills and Marshall prove barren to him. 
Subsequent location specialists are also 
unsatisfactory. Descriptive essays by 
E. A. Ross and Frederick Hall give no 
clue to the relative importance of different 
locational elements or the causes for 
shifts in location. The deductive ap- 
proach of Weber and his successors is 
likewise rejected because of the narrow- 
ness of their system, its inability to 
explain changing industrial patterns, 
and because it is not a “tool” in the 
sense of helping to lay out a research 
path. Negative as the results may be, 
such preliminary review at least fences 
past failures. 

Before the study proceeds, an attempt 
is made to substitute for the finality of a 
closed system a relatively useful criterion 
for evaluating factors determining in- 
dustrial location. Such a measure is 
partially developed by weighting the 
cost components in order of importance 
for each firm. Of course, this breakdown 
is inadequate in dealing with non-cost 
factors.27_ Professor Dennison is aware 
of this and makes no attempt to general- 
ize its application. Its chief importance 
lies in the simple and convenient basis 
it offers for estimating and comparing 
the varying proportions of costs for 
items in different situations.*8 |The 
purpose “is not to formulate a precise 
and universal theory’ but to discover 
whether “ factors in location 
have changed in relative importance.”?® 

28 Compare the suggestions of Stephen Helburn in 


The Journal of Land & Public Utility Economics, August 1943, 
p. 262, for a “characteristic of production process” approach. 


29S. R. Dennison, op. cit., p. 43. 
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If these changes can be tied to the shifts 
of industrial location, causal connections 
may be inferred. The effects of non- 
cost factors are also considered on the 
same plane as cost factors in relation- 
ship’ to the problem rather than ap- 
pended to a cost formula. By separate 
study of the related strands of evidence, 
Professor Dennison is thus able to assess 
the bearing of each to the specific prob- 
lem under consideration. 

Margins for industrial solvency can 
also be roughly established by resorting 
to cost breakdowns. Given certain 
technical conditions, ideal location in 
terms of minimum outlay can be mapped 
out. Caprice, imperfect knowledge, im- 
perfect competition, and social rather 
than private assumption of costs pro- 
vide a flexible margin of safety for 
divergence from these optimum location 
requirements. Conversely, seemingly 
arbitrary shifts in industrial location 
are shown to be possible only because 
the extra costs incurred are relatively 
insignificant and: because location is 
not the only key feature of industrial 
efficiency. 

This limited freedom of location is 
further restricted by the environing 
economy. For “industrial develop- 
ment occurs from a given industrial 
structure and is not a disembodied 
force which can go where it will.’’° 
Existing industrial and population pat- 
terns form the matrix ultimately condi- 
tioning entrepreneurial decisions. ‘The 
entrepreneur usually embarks on a pro- 
ject which has its origin in the economic 
structure of the area. Entrepreneurs do 
not ‘go’? to an area; usually they are 
there already.”*! 

30 Jbtd., pp. 38-39. This aspect is not followed up in 
detail. It has been a neglected phase of location analysis 


and may well furnish a useful lead for future studies of in- 
dustrial origins and development. 


a) Ibid. 
8?Qne hundred industrial groups had been dis- 
tinguished by the Ministry of labor. ‘Fifty-seven of these 


So much for the preliminary considera- 
tions. The next task is that of dissection. 
Here we have an excellent example of 
how a gross, undifferentiated problem 
can be refined into a useful working 
hypothesis. The question is how shifting 
patterns of industrial location produce 
or affect the depressed areas and what 
corrective government policies could be 
adopted. The preliminary hypothesis 
is that certain significant locational 
factors may have changed in importance 
during this period. Sequential or his- 
torical treatment is dictated. 

Classification categories must also be 
adapted to such an approach. How, 
for example, is the enormous complex of 
industries to be handled? Breakdowns 
had been made previously into heavy 
and light, mobile and immobile, market 
or material-oriented, etc. Because Pro- 
fessor Dennison appreciates the fact 
that the merit of any classification de- 
pends on its purpose, for this study the 
division between expanding and de- 
clining industries is used.*?. -This pri- 
mary breakdown, tied as it is to the 
beginning hypothesis, facilitates a proc- 
ess type of analysis and thus allows 
scope for examination of common causal 
elements. 

Framing the question along tentative 
“if-then” lines, Professor Dennison points 
out that “‘if it be found that the factors 
which determined the location of the 
declining industries are of different rela- 
tive importance from those which in- 
fluence the situation of the expanding 
industries, then some light is thrown 
upon the reasons for the locational 
changes studied.” This formulation 
suggests that the orientation determinants 
of both types of industries require isola- 


had an increase in the numbers employed from 1924-1934 
and these are regarded as the expanding industries; the 
other forty-three had decreases in employment and are 
then the declining industries.” Ibid., p. 40. 


0 Ibid., p. 43. 
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tion and comparison. It also presup- 
poses the derivation of a more helpful 
and specific explanation after careful 
sifting of the facts. Practical proposals 
naturally hinge on the character of the 
ensuing modifications and elaborations 
of the hypothesis and the subsequent 
development of the conclusions. 

2. Industrial Change and Depressed Areas. 
Examination of the distribution of the 
declining industries indicated that they 
were generally situated near sources of 
raw materials. This was particularly 
true in the case of heavy industries. 
Most of them were founded during the 
nineteenth century and soon were sur- 
rounded by auxiliary establishments. 
Markets appear to have been of secondary 
importance then*‘ and tended to coincide 
with the growing community. Cheaper 
transport costs because of weight re- 
ductions were the determining influences. 
Dependence on foreign trade also favored 
this more or jess characteristic pattern 


during the early period of the industrial 
revolution. 

A series of economic and technological 
developments drastically reversed this 


tendency. With the change of trade 
policy, for example, many of the cost 
advantages shifted to firms located near 
such concentrated markets as London 
and the southern part of England gen- 
erally. Systems of “delivered price” 
further tended to favor market-oriented 
locations. Increase of ‘‘assembling”’ in- 
dustries using refined rather than raw 
materials implemented this trend. Elec- 
tricity as well as lowered transport costs 
allowed more mobility. Industries em- 
ploying many materials were usually 
more concerned with speed and time. 
Emphasis on style and service for local 


34 The market, Professor Dennison explains, “had an 
influence in that it helped to determine which sources of raw 
materials would be exploited; thus, for example, the develop- 
ment of the iron and steel industries on the coast depended 
partly upon the export market and partly on the shipbuild- 


markets expressly underlined these con- 
siderations. MEE 

There is a growing inclination ‘to 
grant the proposition that the importance 
of markets, as contrasted with transport 
costs and location near materials, dis- 
tinguishes the expanding from the de- 
clining industries. Additional confirma- 
tion of this trend toward the market is 
then sought. Note is taken of appeals 
made by different localities which are 
designed to attract industry. Efforts 
made to sway the entrepreneur’s judg- 
ment by stressing large market possi- 
bilities are not without significance, 
Dennison observes. Labor skill is shown 
to be of less importance, most of the 
increase in juvenile and female labor 
employment occurring in the expanding 
industries. Firms are thus less bound to 
locate near skilled labor, ‘‘one of the 
chief assets of the older industrial 
areas,’’5 or even near large sources of 
labor supply. 

Snowball growths in market areas are 
explored also. Lack of capital in de- 
pressed localities, Professor Dennison 
finds, cannot be attributed to the absence 
of suitable organizations furnishing credit. 
A more revealing clue is the absence of 
substantial economic development in 
those regions, the result being a dearth 
of flourishing industries willing and able 
to invest their profits in new, related or 
expanded enterprises. 

In perspective, Dennison argues, the 
problem areas represent the dislocation 
consequent upon the readaptation of the 
economic system to new conditions. Not 


simple migration, but a long period 


change is involved. Competitive ad- 
vantages inevitably encourage new firms 
in the South which has the lure of an 


ing and engineering industries. Where the industry was 
situated inland, it was completely shut off from export 
markets, at least in the heavier branches, because of trans- 
port costs.” Ibed., p. 62. 

35 Ibid., p. 76. 
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expanding market, growing population 
and more income by virtue of increased 
prosperity.*® Just the opposite is true 
for the declining areas; and in both 
cases the “metabolism” is cumulative. 

All of these arguments are tied to- 
gether with a tested string of facts. 
Constant use of chronological data is 
resorted to by Professor Dennison for the 
purpose of focusing attention on the 
emerging trends. From beginning to 
end the inquiry traces, conforms to, and 
illuminates a moving process. Even the 
conclusions as sketched above describe 
an evolving industrial structure. 

Caution and skepticism mark Professor 
Dennison’s handling of his statistical 
ammunition, which perhaps accounts for 
the numerous bases used to strengthen 
the conclusions. Tables and statistics 
are employed with the utmost economy 
and are subject to preliminary critical 
appraisal.*7 Often only the minimum 
inferences necessary to verify his asser- 


tions are drawn upon. Instead, frequent 
use is made of thumbnail case studies 
both as illustrations and as a further 
check of the tendencies revealed in the 


data on “averages.”*§ Occasionally, 
information from other surveys is used 
even though obvious inaccuracies and 
ambiguities exist because of the framing 
of the questions or the handling of the 
information. By discounting the short- 
comings and through adept analysis 
some helpful implications are estab- 
lished. ?* 

Use of historical perspectives par- 
ticularly adapted to industrial analysis 
and classification plus emphasis on proc- 
ess, structure, and case study is not 
casual or inadvertent. Neither is the 
painstaking formulation and reformula- 

3° The difference between the present expansion in 
the South and that which occurred during the industrial 
revolution, Dennison believes, is that the continuous ex- 


pansion during the latter period mitigated the social prob- 
lems developing from the decline in certain areas. 


tion of the problem nor the. striking 
relevance of the subsequent evidence: 
Professor Dennison is well aware that 
research needs to be limited and con- 
trolled by a sharply defined problem. 
It is this very lack of “‘recognition of the 
existence of different types of problems, 
to the study of which different methods 
must be applied” that he blames for “‘the 
indeterminate confusion which is so 
often found in this field.”*° His own 
thorough appreciation of these pitfalls 
is reflected in this study. 

3. Depressed Areas and Public- Policy. 
Redistribution of industrial development 
brought in its wake the grave social 
problems associated with the “depressed 
areas”: “surplus” population, declining 
tax base, persistent unemployment, heavy 
“social” costs, etc. Suggested solutions 
have ranged from feeble palliatives to 
proposals for the most stringent regula- 
tion of industrial location. Granting all 
the imperfections of the legislation under 
which the Commissioners for the Special 
Areas operated, Professor Dennison at- 
tributes the chief basis of their failure 
to the lack of a well defined aim. Amel- 
iorative efforts under the Special Area 
Acts, for example, included encourage- 
ment of trading estates, development 
boards, subsidies, surveys of industrial 
conditions, housing schemes, public works, 
government contracts, land settlement 
grants, etc. Progress, however, was ad- 
mittedly poor. Transference schemes 
proved equally futile. The best workers, 
usually young men, were siphoned from 
the area, leaving behind the unemploy- 
ables, the apathetic, those with local 
attachments, unemployment insurance 
or with other members of the family 
working. Besides, attempts to resuscitate 


37 Ibid., pp. 55-6. See also chap. iii, pp. 110-112. 

8*See, for example, his treatment of occupational 
changes of employces, pp. 154-7. 

39 Ibid., pp. 58-60. 

49 [bid., p. 26. 
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the area were patently incompatible 
with government-sponsored emigration 
unless clearly redefined. 

Professor Dennison believes that both 
alternatives may be desirable. ‘The 
application of different remedies is a 
policy of incompatibles only when it is 
indiscriminate,” he declares. ‘‘When it 
is conducted so that each remedy is 
applied to its appropriate object, then 
the method is entirely appropriate.” *! 
As short-range measures, it is urged that 
depressed areas should be separated into 
those capable of revival and those which 
are for all practical purposes economically 
dead. In the former, “inducements” 
and “‘facilities” might be offered, whereas 
in the latter transference schemes could 
be applied. Those residents unable to 
leave the area, or unemployable, he 
submits, ought to be regarded as mem- 
bers of a “‘new leisure class,”’ victims of 
a necessary socio-economic change. They 
are thus “potential contributors to the 
society’s well-being in ways other than 
the following of their former occupations 
and thus maintained on a reasonable 
standard’’*? through some palliative mea- 
sures such as subsistence production. 
In those areas not easily classified, both 
general policies might be attempted. 

Few objections will be raised against 
the “coordinated” short-term proposals 
of Professor Dennison. For the most 
part they cali for a more coherent ap- 
plication of measures already in use. 
To some extent such execution is facili- 
tated once the broader thesis is accepted, 
because one can distinguish temporary 
expedients in light of the stated purpose 
and anticipated effects. The crucial 


41 Dennison, of, cit., p. 198. 

42 Jhid., p. 201, 

48 Wise planning, Professor Dennison concedes, might 
reduce uneinployment, avoid duplication of social capital, 
increase the efficiency of local administration, reduce undue 
urban concentration, save money on transference schemes, 
etc. Likcwise, impaired efficiency of firms as a result of such 
regulation is regarded sceptically. Actually, through a 
diminution of imperfect knowledge and a lesser disparity 


question, however, is whether public 
policy can correct these maladjustments 
and perhaps control the underlying 
forces in the future. 

At least for the present Professor Den- 
nison is unwilling to recommend the 
establishment of permanent institutional 
controls over industrial location. Prac- 
tical administrative obstacles are anti- 
cipated including the determination of 
boundaries for depressed areas, the con- 
troversial criteria and problems of im- 
plementation involved in the control of 
industrial location, the competitive ad- 
vantages and anomalies inherent in sub- 
sidies, the responsibility of the state for 
failures of firms where location was en- 
couraged, etc. Still other fears are 
expressed as to the influence of politics 
and vested interests in overruling policies 
requiring foresighted and disinterested 
planning. Finally, because of the -dy- 
namic character of contemporary so- 
ciety, some scepticism is felt as to the 
applicability of long-range programs to 
meet changing circumstances, particu- 
larly when the planning affects only one 
segment of the social system. *% 


Conclusion 


Both Hoover and Dennison agree 
that understanding of the workings of 
locational forces is a necessary prere- 
quisite for social control. The intrinsic 
difference in their approach is a token 
of their faith in different technique, of 
analysis. 

Hoover has simplified and extended 
much of the theoretical apparatus handed 
down by Weber; the non-theoretical 
phases of his survey of the shoe and 
leather industry are thorough and il- 
between private and social costs, a more satisfactory balance 
might be struck. Professor Dennison, in short, has not 
simply glanced at one side of the picture. However, whether 
the pitfalls envisioned by him as inherent in the necessary 
controls have been unduly magnified is a moot question. 
Professor Dennison admits that similar impediments con- 


front the short-range program as well. Many will doubtless 
shy away from his pessimistic conclusions. 
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luminating; and, by staking out the 
frontiers, he has helped in drawing 
attention to subjects sorely in need of 
further study. But this estimate ignores 
the inadequacy of the theoretical struc- 
ture as a basis for exploring actual 
problems which are in need of analysis. 
Perhaps criticisms of this character apply 
to other branches of economic theory 
equally well but that is a question be- 
yond the scope of this paper. In any 
event, it is not without significance that 
most of the thoughtful questions posed 
for further inquiry bear no direct rela- 
tionship to Professor Hoover’s work. 
Instead of being outgrowths, they repre- 
sent spontaneous variations for which an 
altogether different approach seems to 
be required. His own study has but little 
carry-over value. Confirmation of this 
appraisal may be found in the pages of 
the subsequent NRPB report on in- 
dustrial location, where no effort was 
made by Professor Hoover either to 
apply his tools or extend his earlier 
theoretical observations. 
If Professor Hoover’s sanguine ex- 
pectations are ultimately disappointing, 
Professor Dennison’s misgivings are not 
without promise. For Dennison at least 
reaffirms that understanding of the lo- 
cational elements is largely a function of 
the particular problems to be solved. 
Rather than an abstract and general 
treatment of questionable applicability, 
specific analysis governed by the scope 
of the inquiry is sought. This means 
observing the sequential characteristics 
or how the situation arose, and the 
present processes or the impulsions lead- 


ing into the future. Regulation can be 
effectual only in so far as it grasps and 
can influence these currents. From re- 
peated experience in this line of work, 
over time, an analytical technique will 
develop which will give a conceptual 
framework that will better guide future 
attacks on locational problems. 

Relating the study to the distressed 
areas of the United States suggests that 
parallel structural transformations are 
occurring or will materialize. Certainly 
similar forces have been operating and 
it may well be that Professor Dennison’s 
diagnosis will have some pertinent valid- 
ity in this country as well. Students of 
cognate problems will profit from many 
of his observations on technical changes, 
structural tendencies, the impact and 
the limits of government economic poli- 
cies and the combined effects of me- 
chanization, improved transportation 
and merchandising techniques, etc., on 
market orientation. These footprints lead 
in directions worth further exploration. 

Varying conditions, however, and the 
general limitations of social data will 
no doubt limit the “transfer” value of 
the conclusions. At any rate, there are 
and will be many other uncharted 
areas. Professor Dennison would doubt- 
less be the first to insist that subsequent 
techniques of investigation must be 
moulded by the nature of the inquiry. 
Without denying this truth, one is still 
at liberty to employ some of the essential 
procedures common to all significant 
research in the social sciences of which 
Professor Dennison’s study offers a re- 
warding example. 





Farm Abandonment in Southeastern Ohio 
By J. H. SITTERLEY* 


INCE the close of the first World 

War farm abandonment has been 
occurring fairly rapidly throughout much 
of the oldest agricultural area in Ohio. 
Southeastern Ohio was the first part of 
the state to be extensively settled. In 
this section are the old “Ohio Company 
Purchase” (the first tract of land sold by 
the federal government in the Northwest 
Territory), much of the land issued to 
soldiers ‘in settlement of claims of the 
War of Independence, and the site of 
the first government land office in the 
west. By 1850 more than three-fourths 
of the land in this area was in farms, 
many of them in the hands of the second- 
and third-generation operators. 

At the time of settlement most of the 
farms were probably marginal or above. 
The virgin productivity, the greater 
ease of clearing and draining the hill 
land than that of the heavier more level 
lands to the west, and the self-sufficing 
type of farming, made it possible for 
most of the units to meet the essential 
costs of that period. 

The passage of time brought numerous 
changes, some of which proved dis- 
advantageous to farming in the south- 
eastern third of Ohio, sometimes re- 
ferred to as the hill-and-pasture area. 
The breakdown of isolation, the shift 
to a pecuniary type of farming, the de- 
velopment of machines better adapted to 
more level lands, western competition, 
exhaustion of soil and other local re- 
sources, expansion in nonfarm oppor- 
tunity, and the rising standard of living 
so affected this area that many farms 
and entire farming communities have 
become submarginal. 

In this discussion, the marginality of a 
farm has been considered on the basis 


of the farm as an operating unit or going 
concern and not alone on the grade of 
land involved. A farm in its functioning 
employs, in addition to the land itself, 
capital, labor and management. Each 
of these varies in its ability to meet a 
given need. Consequently, a deficiency 
in any one of the factors used may result 
in the failure of the farm unit to meet all 
of the essential costs of operation. Like- 
wise, a superior grade of any one of the 
factors used may offset an inferior grade 
in one or more of the other factors em- 
ployed. 

The number of submarginal farms in 
this area is not known. Difficulties in 
measuring costs and returns, together 
with the constantly shifting position of 
the margin, have so far made it im- 
practical to determine the number ac- 
curately. It is fairly obvious from the 
low level of farm income, depleted soil 
and fixtures, increased tax delinquency, 
and mounting public assistance that 
many farms and some entire communities 
are failing to meet all of the essential costs 
of operating them. Particularly indica- 
tive of this condition is the recent work 
of the county land use planning com- 
mittees in this section of the state. 

Classification work was completed by 
these committees in 17 of the 28 counties 
in the area. Slightly more than one-third 
of the land in these classified counties 
was considered as not suitable or of 
doubtful suitability for farming. At the 
time of the classification, 73 per cent of 
the unsuitable farm land was reported to 
be in farms. These committees also 
designated extensive areas where changes 


in production methods and practices 


* Associate Professor, Rural Economics Department, 
Ohig State University. 
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were necessary if further deterioration 
was to be minimized. 

Few of the adversely affected farms 
and communities quickly passed out of 
farming upon the failure of the returns to 
cover all of the essential costs. However, 
adjustments are taking place slowly 
though many such units are still in 
operation one or more generations after 
falling below the margin. In the hill- 
and-pasture area there were already 
13,686 or 15.8 per cent fewer farms and 
1,198,215 acres or 14.7 per cent less 
land in farms in 1940 than 1900.! Also, 
during this period some submarginal 
farming units were transformed into 
marginal or supermarginal ones through 
modifying, eliminating, or in some man- 
ner completely overcoming the weak- 
nesses responsible for the submarginal 
condition. 


Much of the Future Adjustment Will Continue 
to Be in the Nature of Farm Retirement 


The activities of research, education, 
and other interested agencies working 
for and with farmers to develop and intro- 
duce more productive systems of farm- 
ing and farming practices, better-adapted 
crops and machinery, improved live- 
stock, new or improved markets and 
better living conditions have improved 
the productivity of many farms in the 
hill-and-pasture area of the state. But 
the number of submarginal units that 
have completely overcome the factors 
responsible for their submarginality has 
been small. Thus far, much of the im- 
provement which has taken place on 
such units has fallen short of enabling 
them to meet all the essential costs of 
operation. The result is that the ulti- 
mate retirement has only been delayed, 
not prevented. On many of these farms 
the obstacles to transforming them into 

1 Twelfth Census of United States, Vol. V, part I, pp. 


292-293, and Sixteenth Census of Untted States, Vol. I, part I, 
pp. 438-445. 


marginal ones are too great to result in 
their being raised up to the margin and 
thus enabled to continue operations 
indefinitely. 

Farms Retired Because of Low Grade Land. 
A large number of submarginal farms, 
particularly those in sections classed as 
not suitable for farming by the county 
land use planning committees, will be 
retired primarily as a result of the low 
grade of land. The steep and broken 
topography, the unproductive soil types, 
and the severely eroded condition of the 
land so limit the productivity of a large 
number of these farms that many can- 
not be made to return enough to pay their 
way. The topography, soil type, and 
extent of erosion are virtually unalter- 
able and must be accepted much as they 
are. Thus, slight permanent success 
can be expected from any effort to con- 
tinue the use of such land for farming 
since the limiting effect which it exerts 
on the returns will always exist. 

Farms Retired Because of Poor Manage- 
ment. Not all of the submarginality is 
due to the type of land. Numerous farms 
will be retired, primarily as a result of 
the failure or inability of those on the 
land to make needed adjustments in 
their organization and farming methods. 


. This will be particularly true of farms 


designated by the county land use plan- 
ning committees as requiring extensive 
changes in farm organization and pro- 
duction methods. 

Many complex changes must be made 
in the set-up and operation of most 
submarginal units if they are to be 
raised up to the margin. On all such 
units it will be necessary that the or- 
ganization and _ production _ practices 
check and thereafter prevent, insofar as 
possible, any further deterioration in 
the resources, including the human 
factor. Likewise, it will be necessary 
in practically all such cases to improve 
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the productivity of the resources—+the 
land, the equipment, and often the 
human element. The income must be 
increased materially on these units not 
only to pay all of the essential operating 
costs and to provide a level of living 
sufficient to satisfy the current operator 
but also to interest and retain enough 
young people with ability to continue 
the operations when the present opera- 
tors wish to retire. 

Farms Retired Because of the Submarginal- 
ity of the Community. In numerous com- 
munities it will be necessary that a 
sufficient number of farms make the 
adjustments needed to overcome the 
factors responsible for their submarginal- 
ity so that the community, as well as 
individual farm, is raised up to the 
margin. The presence of a few marginal 
or supermarginal units will not assure 
the continued operation of a submarginal 
community nor the continued operation 
of the units that are raised to the margin. 


Conversely, the desirability of a com- 
munity as a place in which to live is an 
important factor contributing to the 
marginality of the individual units that 
comprise the community. 


Practices on Supermarginal Farms 


The changes required to raise these 
farms to marginal or supermarginal ones 
vary from farm to farm. The organiza- 
tion methods and practices now in use 
by the farmers who are successfully con- 
serving their resources, and who have 
materially increased their income on 
land similar to that of many of the sub- 
marginal units, give some indication of 
the nature and extent of the changes 
that must be made. 

For the most part these successful men 
found it necessary to reorganize the land 
use pattern. They have put only that 
land to crops which is fairly productive 


or capable of being made so. They have 
used only such land for pasture which is 
capable of being limed, fertilized, and 
mowed with machines. They abandoned 
the so-called ‘‘square-field” system of 
cropping in favor of some form of con- 
tour or strip-crop farming. They greatly 
increased the amount and quality of 
legumes. They have employed better 
cultural practices, such as better seedbed 
preparation, increased application of 
lime and fertilizer, the use of improved 
and adapted strains of seeds, and time- 
liness of planting and harvesting. They 
have given greater attention to secure 
more and better hay. This has required, 
in most cases, a complete revision in 
hay-making practices as well as in the 
production of more legumes. Permanent 
pastures also receive more attention. 
Lime and fertilizer are applied and more 
frequent mowing practiced. The suc- 
cessful farmers reduced or eliminated 
the practices of pasturing too early in 
the spring or too late in the fall, and of 
overstocking. 

If dairying did not make up a signifi- 
cant part of their farm business they 
shifted to it unless the acreage in the 
farm was sufficient to permit the use of 
other grazing types of livestock. Like- 
wise, these farmers replaced low-pro- 
ducing animals with more productive 
individuals and improved the system 
of feeding and management. Corn 
stover, the principal winter roughage 
on many of the submarginal farms, has 
been either replaced or supplemented 
with high-quality hay. 

As a rule, the farmers who shifted 
their operations out of the submarginal 
group also found it necessary to give 
more attention to both the purchasing 
of farm supplies and the marketing of 
farm commodities to hold down cost 
and increase returns. 
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Obstacles to the Establishment of 
Required Changes 


Limited Time Available. The time avail- 
able to accomplish the many changes 
required is limited. The soils on many 
of the submarginal farms in the area 
are fast becoming exhausted. Buildings, 
fences, and machinery are in poor con- 
dition and deteriorating rapidly. Erosion 
and the rapidly spreading brush and 
forest growth are fast reducing the area 
of usable land. The young people are 
dissatisfied and disinterested in farming. 
Few, even of the less capable and am- 
bitious of them, are planning to engage 
in farming. The farms are more and 
more operated by elderly individuals. 
General discouragement and_ hopeless- 
ness among the people on these farms is 
growing. 

Many of the changes required take 
much time to install. Once established, 
more time is needed for the increased 
returns to materialize. Each year that 
operations continue unaltered on such 
farms, the farther those farms drop below 
the margin and the greater becomes the 
cost of raising them up to it. On many 
of the farms, particularly on those in 
the sections classed as not suitable for 
farming, retirement is approaching so 
rapidly that farming will cease when the 
present operator retires. 

Attitude of People Does not Promote Better 
Farming. Much evidence indicates that 
one of the important reasons why re- 
visions have not and are not being made 
is the attitude of the operator and his 
family. In some cases, the people are 
willing to continue their present mode of 
existence. They are satisfied with con- 
ditions as they are. In other cases, the 
people are dissatisfied with the level of 
living that their farm provides. They see 
little hope of much improvement in the 
future and wish to quit. If they them- 
selves cannot quit, they encourage their 


children to leave the farm. Often, both 
attitudes exist on the same farm. The 
old people are satisfied and wish things 
to continue as they are. The young 
people are dissatisfied and, seeing no 
future for themselves on the farm, are 
interested in doing something else. 

Before those agencies working to bring 
about a revision in the farming in these 
areas can hope to make progress it will 
be necessary to modify these attitudes. 
The principal causes for these attitudes 
complicate the problem. To a consider- 
able extent the attitude of satisfaction is 
largely traceable to the advanced age 
of the operators. These older operators, 
of whom there are many in the area, are 
more interested, as a rule, in finding ways 
of reducing their work and responsibility 
than of increasing it. Furthermore, in 
Most cases, the quantity of goods, serv- 
ices, etc., required to satisfy them is either 
stable or declining. Thus their incentive 
is reduced at the same time that their 
interest in less work and responsibility is 
increased. Neither will it be possible, 
in many cases, to motivate these older 
operators to build up their farms to pass 
them on to their children who have lost 
interest in farming, or have obtained 
other work and do not wish to take over 
the farm. 

Likewise, the attitude of despair and 
hopelessness among operators and among 
the young people must be overcome, if 
the changes needed to assure the con- 
tinued operation of these farms are to be 
made. Much of the attitude of discour- 
agement among the current operators 
springs from the fact that they feel they 
have tried to do as good a job of farming 
as they know how with the resources 
at their command. Still, their returns 
have been inadequate and frequently 
have decreased rather than increased. 

Another contributing factor is the 
deterioration which the farm operators 
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observe taking place on neighboring 
farms and in the community’s social and 
economic services. The deterioration in 
the community lowers the level of living 
by making a less desirable place in which 
to live. At the same time they see their 
investment in improvements endangered 
by this growing decadence. 

Numerous other attitudes are common 
among the operators and their families. 
Many of the people on the least produc- 
tive units are sensitive, suspicious and 
timid. The result is that considerable 
difficulty is often encountered in trying 
to work with them. Public meetings 
arranged for the purpose of discussing 
problems and disseminating information 
which would be of assistance in improving 
farming are often very poorly attended 
by those who most need the help. Their 
pride complicates the problem. The 
attitude is not uncommon that it is a 
lowering of their dignity to imitate a 
neighbor. There is also a fear and a 
distinct resistance to going into debt, 
which immediately raises an obstacle 
to the initiation of numerous changes on 
many farms. 

These attitudes are not restricted to 
the poorer farms in the hill-and-pasture 
area but are found on numerous farms 
in the more productive areas. However, 
the obstacles which they create to the 
establishment of needed changes in farm 
organization and practices are much 
more serious in submarginal areas than 
in supermarginal areas. On farms where 
the natural conditions are less conducive 
to the deterioration of the land resources 
and where the productivity is higher 
than in southeastern Ohio, the failure of 
the operator to make needed changes in 
production methods seldom lowers the 
productivity to the point that economic 
restoration will be impossible or un- 
likely to be undertaken. On the other 
hand, on many farms in southeastern 


Ohio revisions must be made by the 
present operators. Otherwise, by the 
time they retire deterioration will have 
progressed to a level that re-establish- 
ment of a marginal or supermarginal 
unit will be economically impossible or 
at least unlikely to be undertaken in 
numerous cases. Hence, the importance 
of the attitudes cf the people in this area. 

Thus far only slight progress has been 
made in overcoming the unfavorable and 
passive attitudes of the operators and 
their families, particularly among those 
on units most in need of revision. Many 
things have been and are being tried to 
stimulate interest and precipitate effec- 
tive action. However, successful ways 
and means are still largely lacking. 

Productive Ability of Operators a Limiting 
Factor. In addition to the necessity of 
modifying the attitudes of a large number 
of operators toward their farming opera- 
tions and their communities, there is also 
a wide gap to be bridged on many of the 
submarginal farms before the numerous 
changes that are needed can be success- 
fully accomplished. This gap is the fact 
that there are too few of the present 
operators who possess the necessary pro- 
ductive ability to install and to operate 
the type of farm organization that has 
been demonstrated to be necessary. 

The ability of the operator is important 
for the character of the land involved in 
a large part of these farms is such that 
only by the employment of the _best- 
known methods of farming can the 
resources be maintained and the essential 
costs met. In the better land areas many 
weak and incompetent operators are 
supported by the land because of insti- 
tutional factors. On much of ‘the land 
in the hill-and-pasture area the farmer 
supports the land. The less productive 
the land the more capable the operator 
must be to continue its use indefinitely 
for farming. 
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Unquestionably, there has been some 
selectivity in the movement of popula- 
tion both out of and into this area. For 
the most part the youth least satisfied 
with local farming opportunities moved 
away. This group included most of 
those who obtained the largest amount of 
training in local schools and colleges. 
Whether this selective movement out 
has resulted in a lower level of native 
ability among those who have remained 
is not clear. Numerous farm operators 
still actively engaged in farming in the 
hill-and-pasture area are the equal in 
productive ability of any that one will 
find in the other areas of the state. In 
many cases the ability to do more effec- 
tive work will have to be developed. 
Some farmers must acquire entirely new 
skills. Most of them will have to as- 
similate additional technical knowledge. 
They will have to acquire a greater 
sence of proportion, responsibility, fore- 
sight, and ability to organize and to 
execute at the proper time if they are to 
succeed. 


The limited productive ability of 
most cf the operators is due to a combina- 
tion of things. In some cases an insuffi- 
cient amount of technical knowledge or 
skill, or both, is the cause of the trouble. 
This weakness presents the smallest prob- 
lem and the one in which those agencies, 
actively engaged in attempting to over- 
come the causes of submarginality, have 
had the most experience and the one in 
which the most progress has already been 
made. The limited productive ability of 
a few operators is due solely to physical. 
causes. This raised more problems, some 
of which offer little hope of solution due 
to their origin. Usually any deficiency 
in physical ability among these people 
which detracts from their capacity is 
traceable to either the advanced age or to 
weaknesses growing out of poor health, 
malnutrition, inadequate medical care, 


inheritance, or to some combination of 
these. 

Little can be done to overcome limita- 
tions which age imposes. The intro- 
duction of a younger and more vigorous 
operator can seldom be done, for few of 
the older men are financially able to 
retire. Neither are many of their farms 
capable of supporting two families satis- 
factorily. 

Where the operator’s lack of pro- 
ductive ability is entirely or in part 
traceable to poor health, malnutrition, 
and inadequate medical care, things 
which are to a large extent due to the 
submarginality as well as a cause of it, 
there is little hope for self-improvement. 
The one brings on the other. And, so 
long as the trend of ability and of pro- 
ductivity is downward, each will become 
less. Some relief from the depressing 
effect may be secured through subsidies. 
However, since poor health is almost 
always the secondary and not the primary 
cause of the farm’s submarginality, its 
removal, though beneficial, will seldom 
be sufficient to overcome the causes 
which led to the low income originally. 


Where the limited productive ability 
is wholly or partially due to the lack of 
capacity to manage, there is little ‘that 
can be done for many of the qualities 
which are essential to good management 
are passed on. Where these qualities 
exist but have not been effectively used, 
some improvement can be achieved. 
However, when such qualities as fore- 
sight, sense of proportion, good judg- 
ment, responsibility, ingenuity, the fac- 
ulty to plan and to execute on time, etc., 
are weak or lacking, there is little hope 
for improvement, particularly among 
the large group of elderly operators. 
Only among the youngest and most 
ambitious—before habits, customs, pre- 
judices, superstitions, etc., become too 
deeply imbedded—is there much op- 
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portunity to improve, expand, and shape 
these qualities in such a manner that the 
result will be a greater ability to manage. 

Thus far the efforts to overcome the 
lack of managerial ability through the 
education of the young people has had 
but little effect on the extent of sub- 
marginal farming in the area. From 
present indications it will continue to 
offer but slight means for transforming 
many of these units into marginal ones. 
This limited effect has not been due so 
much to any failure to improve the ability 
of the young people as to the fact that, 
as soon as the young people’s ability to 
do good farming is developed, most of 
them avail themselves of more attrac- 
tive opportunities in other fields. 

Some improvement in the ability of 
the operators in the area is unquestion- 
ably resulting from the many activities 
of interested groups. Thus far progress 
has been too often limited to isolated 
individuals who, although their successes 
sometimes border on the spectacular, 
have had slight effect on stemming the 
downward trend of their respective com- 
munities. In the less spectacular cases, 
all or most of the improvement achieved 
in the operator’s ability has so far been 
necessary to prevent them from losing 
ground relative to other areas and in- 
come opportunities. Consequently, little 
actual net gain has resulted to date. In 
view of the numerous difficulties in- 
volved in overcoming the causes of the 
inadequate productive ability of these 
operators, there appears to be small 
likelihood of correcting the situation in 
time to prevent the ultimate retirement 
of any large number of these units. 


How Farm Retirement Occurs 


With but few exceptions, once chronic 
submarginality has developed, the course 


2L. M. Vaughan, Abandoned Farm Areas in New York 
Cornell University Agr. Expt. Sta. Bul. 490. 


followed in farm abandonment has been 
much the same throughout the old and 
long-established agricultural regions in 
northeastern United States. It is ap- 
parent from the description given by 
L. M. Vaughan? in his study in New 
York State and that by C. F. Clayton and 
L. J. Peet® in their study in Vermont 
that abandonment has been following a 
similar course in Ohio. In each case it 
required many years to materialize and 
passed through several stages before 
complete idleness of all the farming 
resources occurred. 

Circumstances to date have been 
such in Ohio that few farmers have been 
forced to discontinue farming due to 
public acquisition of their land through 
condemnation proceedings, or to the 
farm’s inability to produce enough to 
cover subsistence and other prime costs. 
In the latter case, sufficient subsidies 
have been available, in most instances, 
to make up the difference. Practically 
all of the units that have ceased opera- 
tion in recent years have been the result 
of voluntary action of the owners. 

The owners of a few submarginal 
farms in Ohio deliberately retired the 
land from farming and put it to some 
other use such as forestry. A somewhat 
larger number of farms have been pur- 
chased by individuals, semi-public and 
public agencies, and put to other uses 
than farming. Most of the actual retire- 
ment of farms has occurred as a result 
of the failure of those possessing the 
rights to the land to make any intentional 
use of it whatsoever or what is commonly 
referred to as abandonment. 

In those cases where the owner de- 
liberately shifted to forestry and where 
the farm was purchased with the intent 
of shifting it to something else the re- 
tirement from farming has occurred fairly 


3C. F. Clayton and L. F. Peet, Land Utilization as a 
Basis of Rural Economic Organization. Vermont Agr. Expt. 
Sta. Bul. 357. 





FARM ABANDONMENT IN OHIO 41 


abruptly. Where the retirement has 
taken place as a result of abandonment 
the process has usually been a gradual 
one, often requiring many years. 

The events that take place in cases 
where all farm operations are abruptly 
stopped are fairly obvious. Those persons 
who have secured their living from these 
farms begin either to draw on savings, 
pensions, relief, or to obtain other work, 
or to move to another farm. Any effort 
expended on the land is in the direction 
of the new use. The transition from farm- 
ing to the new use is sufficiently sharp 
in most cases to be easily observed. 
When the retirement results from a proc- 
ess of gradual abandonment the point 
at which farming ceases is much more 
difficult to recognize. 

In most cases where farming continues 
after submarginality develops the rate 
of decline is very slow at first and difficult 
to recognize. However, in time, it picks 
up momentum and the deterioration 
can be easily observed. Essential re- 
placements and repairs are usually made 
for a time as the need arises by employ- 
ing cheaper and less durable items or by 
cutting family expenditures, or both. All 
the factors of production are thus kept 
functioning and any decrease that occurs 
in the quantity produced is that which 
results from soil exhaustion rather than 
from fewer acres, or inadequate build- 
ings, fences, and machinery. Generally, 
at this early stage no difficulty arises in 
finding someone willing to take over 
when the farmer reaches the retirement 
age, for too many exploitable resources 
still remain. 

The cheaper, less durable repairs and 
replacements deteriorate Yapidly, leav- 
ing less time to accumulate funds for 
rebuilding. Eventually, not only less 
durable but less effective replacements 
are made, because of insufficient funds. 

The income, at first, declines only as 


the yields of crops and pasture drop. 
Then it suffers because of the decrease 
in the productive capacity of the capital 
items. 

To avoid inroads on the level of living 
the intensity of the operations is fre- 
quently stepped up to overcome the losses. 
Depleting crops (such as corn) appear 
more often in the rotation due to the 
greater return afforded by them. Small 
grains are used less often because of the 
high risk and small production per acre. 
The result is that soil-maintaining and 
soil-building meadow crops are less 
frequently used for want of a suitable 
nurse crop. At first, this shift away from 
small grain and meadow crops to corn 
is prompted by the need to increase 
the income. Later, the increased diffi- 
culty of establishing a meadow and the 
lack of equipment for the production of 
small grain often leave little choice in 
the matter. Annual hay crops, such as 
soybeans, are used to bolster the supply 
of winter feeds and to make up for the 
loss of clover. These too deplete the 
soil and, like corn, subject it to erosion. 
Overpasturing is practiced. The animals 
are turned out early in the spring and 
allowed to graze later in the season to 
offset winter feed shortage. This in- 
creased intensity often succeeds for a 
short time in preventing further declines 
in income. If the owner reaches retire- 
ment at this stage (or before) little diffi- 
culty is experienced, as a rule, in finding 
someone willing to continue operations. 

The stepped up rate of soil depletion 
and increased erosion soon reacts sharply. 
Gullied and barren patches appear and 
must be-“‘farmed around.” At first they 
are only patches. Later an entire field 
becomes so cut up that it must stand 
idle. This means less crops which, with 
declining carrying capacity of the pas- 
ture, means that less livestock can be 
kept. For a time adjustments are made 
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in the livestock without materially re- 
ducing output by discontinuing the 
production of replacement stock and by 
increased purchases of feed. Continued 
reduction in production, along with the 
accelerated rate of deterioration growing 
out of the less durable replacements, 
intensifies the problem of maintenance 
and repair. Some things must now go 
unreplaced and unrepaired. The barn 
roof leaks. The sills and rafters decay. 
Both the level of living provided and the 
supply of resources that can be further 
exploited no longer attract much inter- 
est. The farmer’s children seek other 
opportunities. 

Possessing little or no savings the 
farmer cannot retire unless supported 
by a pension or by his children. The 
farm in its nearly depleted state seldom 
will bring enough, if sold, to maintain 
him the remainder of his life. Neither 
a farm tenant nor any of his children 
can afford to move in with him and assist 
with the work. In most instances the 
farmer must continue to operate the 
farm himself if he is to subsist. If old 
age assistance is obtained the land 
quickly becomes idle since any income 
from farm operations, rent, etc., reduces 
the amount the state will pay. Generally 
the ‘pensioner continues to occupy the 
house, using it as a rural residence. 

When the farm operator cannot retire 
and shift the work to a younger and more 
vigorous person, deterioration shows up 
rapidly. This less vigorous labor, added 
to the declining productiveness of the 
land and working capital, results in 
further and more drastic declines in 
income. Less and less restraint is placed 
on nature’s efforts to repossess the land. 
Brush and briars cover fence rows. 
Sprouts go uncut in the pasture. Brush 
rapidly becomes young trees that shade 
and crowd out more and more of the 
already sparse pasture plants. 


Soon all of the dwindling returns must 
go for prime costs, leaving nothing for 
replacement and repairs. The complete 
exhaustion of any one of several items 
may now bring about complete abandon- 
ment and the transition from a farm to 
just a rural residence. Some piece of 
vital machinery may break or wear 
out and cannot be replaced or borrowed 
from a neighbor. A horse may die, 
leaving the farmer with insufficient power 
to operate. Crops may fail. He, himself, 
may become ill or incapacitated, due to 
old age. Unless death removes him 
before this point is reached, all attempts 
to produce for sale or exchange are 
brought to a stop. Generally, he will 
remain on the land as long as he lives, 
occupying the house and perhaps produc- 
ing a little food for his own consump- 
tion. 

During the period that he continues to 
remain on the land, using it as a rural 
residence, little is done to maintain or 
rebuild the land and fixtures. Instead, 
the spread of brush and briars continues 
unchecked. Fences quickly become 
unusable and the barn and other farm 
buildings, if not already fallen in, often 
collapse or become unsafe. The longer 
the period between the time the unit 
becomes a rural.residence and the time 
the owner dies and it is made available 
for rent or sale, the less likelihood of its 
being acquired by someone desiring to 
re-establish it as a farm. 


Rate of Farm Retirement 


How rapidly final retirement of the 
land now in the chronically submarginal 
farm units in*the hill-and-pasture area 
of the state will take place is dependent 
upon numerous conditions, activities, 


and institutions. Some of these are 
accelerating, others retarding and some 
exerting a dual effect on the rate of dis- 
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continuance of farming.‘ At the present 
time, the speed that submarginal farms 
approach retirement is being stepped 
up by the decreasing. productivity of 
the resources, including the operator, 
the capital, and the land. Both the 
satisfied attitude of some people and the 
dissatisfied and discouraged attitude of 
others are forces hastening retirement. 
Tenant operation, growing absentee- 
ownership, small farms, and the pro- 
nounced tendency to over-evaluate land 
for sale push jand out of farming. The 
opportunity to reside on the land and 
work elsewhere, part-time farming, the 
old-age pension system and other forms 
of public assistance are speeding up 
abandonment in a variety of ways. 
Directly and indirectly, some of the 
work of the Agricultural Extension Serv- 
ice, vocational agriculture schools, and 
the public school system are accelerating 
the discontinuance of farming. These 
agencies, by providing training and 
contacts, are enabling many of the local 
young people to avail themselves of 
better opportunities elsewhere. On the 
other hand, these same agencies are 
contributing indirectly to some of the 
exploitation which is bringing on aban- 
donment. Club and vocational agri- 
culture projects are often exploitive in 
character, which tends to perpetuate or 
establish an unsound pattern of farming. 
Furthermore, the mining of many farms 
is prompted by the desire of the family 
for additional education. 

Prolonging the use of-some of the poor 
farms in the area is the immigration of 
families from submarginal farming com- 
munities across the Ohio River. In many 
communities the failure of the educational 


4Some of the more important factors affecting the 
rate of farm retirement in Southeastern Ohio are more fully 
discussed in an article by J. H. Sitterley, “Some Factors 
Affecting the Rate of Retirement of Farms in the Sub- 
marginal Land Area of Ohio,” Journal of Farm Economics, 
November 1944. 


system to fully acquaint the people with 
the limited opportunities locally, and to 
adequately prepare and assist them to 
obtain more productive work is also 
delaying abandonment. Likewise, the 
Agricultural Extension Service, Soil Con- 
servation Service, Farm Security Ad- 
ministration, and other agencies that 
work to improve farming methods and 
practices in the area, tend to postpone 
retirement since, in many cases, the 
improvements achieved are inadequate 
to overcome the submarginality. 

Pride, home-ties, vested interests, the 
unwillingness of local people to recog- 
nize the true situation, resistance to 
programs designed to bring about needed 
adjustments, subsidies, and income from 
gas, coal, and oil all tend to keep the 
submarginal farms functioning. Also of 
major significance as a retarding influence 
is the instability of the national economy. 

Of the different forces affecting the 
rate at which farm retirement occurs, 
that exerted by the uncertainty, inse- 
curity, and periodic unemployment in 
the nonfarm fields is without doubt one, 
if not the strongest, in its effect. Toa 
large extent the state or condition of the 
national economy which prevails after 
the war will determine whether or not 
these submarginal farms and communi- 
ties rapidly or slowly retire. 


Conclusions 


Regardless of the direction that our 
economy takes following the war, a 
large number of the farms operated in 
the hill-and-pasture area of Ohio will 
eventually be retired unless large enough 
subsidies are provided to meet all the 
costs of operation, or unless there is a 
sustained increase in net farm income 
relative to nonfarm income. In the 
absence of further expansion in subsidies 
or an improvement in net farm income 
relative to nonfarm income, few farms 
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will continue to be operated indefinitely 
where the land is so steep or broken that 
practical erosion control practices can- 
not be follcwed and on which mowing 
machines, lime spreaders, and fertilizer 
drills cannot be used satisfactorily. The 
productivity of such land will sooner or 
later drop to the point that it will not 
feed, clothe, and house the operator and 
his family at the subsistence level and 
meet the other absolute costs for seed, 
tools, etc. 

A considerable number of farms on 
which erosion control practices could be 
followed and machinery used will be 
retired because the extremely eroded 
and depleted condition of the land makes 
its rejuvenation impractical. Some farms 
with land which is sufficiently well 
adapted to farming and _ productive 
enough to be organized into marginal 
units will cease to be operated because 
of the size of farm, type of farming, 
markets, and the attitude and ability of 
the people on them. 

Final retirement will come much 
more slowly in some communities than 
in others. The differences will be due 
to the attitude of the people, their levels 
of living, the variation existing in the 
width of the gap to be bridged between 
their standards of living and those in 
the areas in which their alternate op- 
portunities exist, and the degree of 
isolation of the community. 

Farm retirement in the hill-and-pas- 
ture area will not necessarily be ac- 


companied by nor result in the complete 
or rapid depopulation of the communities 
in which farm abandonment occurs. 
Perhaps on«-half of the total land in the 
area will remain in actively-operated 
farms. Relatively few large blocks such 
as townships will be retired for there are 
some ridges and valleys running through 
most townships which are sufficiently 
well adapted to farming that they will 
continue to be thus employed. Also, 
many people who obtain their monetary 
income from other sources than farming 
will continue to reside in the habitable 
houses on the retired tracts. Some 
families will continue to engage in part- 
time farming to supplement their outside 
income, but their efforts will be much 
more restricted to the scattered small 
plots of productive land than at present. 

After the land has ceased to be farmed 
long enough that it has become occupied 
with heavy brush and forest growth, 
and the barns and fences have de- 
teriorated to the point that they no 
longer fulfill their function, relatively 
little of the land will be repossessed for 
farming. Only in the event of a sustained 
and seemingly permanent increase in 
farm commodity prices, which make 
farming profitable enough to attract 
sufficient outside capital to make pos- 
sible the creation of new farms without 
going through the pioneer development 
period, will many farms ever be re- 
created on this land by private enterprise 
alone. 
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The Technique of Urban Redevelopment: Part III. 
Composition of Mortgage Obligations 
By ARTHUR C. HOLDEN* 


O DISCUSSION of the group re- 

development of properties would 
be complete without special considera- 
tion being given to the obligations exist- 
ing between the ownership or equity 
interest and the mortgage interest. Else- 
where we have discussed the growth of 
mortgage indebtedness and the difficult 
task faced by real estate to reduce this 
indebtedness.'. The drain for interest 
payments tends to undermine the eco- 
nomic stability of any property if con- 
tinued indefinitely. In the case of prop- 
erties located in a blighted district, the 
priority of claims resulting from the 
mortgage may tend to prevent the 
restoration of the property to a condition 
of self-support. 


I. Legal Basis of the Mortgage 


Theoretically, the mortgage form is a 
transfer of title to real estate as security 
for the repayment of a debt. Hence, if 
the mortgagee exercises a control over 
the title to property, the person giving 
the mortgage loses independence of 
action with respect to his property until 
after he has repaid the debt. If mort- 
gaged property becomes blighted to an 
extent where general neighborhood re- 
habilitation is essential to the improve- 
ment of individual properties, then the 
various mortgagees who are interested 
become a decisive factor in any move- 
ment for large-scale redevelopment. 

New York State has been progressive 
in the enactment of legislation designed 
to give wider opportunities to mortgagees 
to work out of difficulties that are the 

* Fellow, American Institute of Architects, New 
York City. 


1See A. C. Holden, ‘‘Menace of Mortgage Debts,” 
Harpers Magazine, April 1933. 


result of blight and group obsolescence. 
The need for this type of legislation was 
created because the mortgage instru- 
ment has been put to far wider uses than 
that for which it was originally designed. 
It is well to recall that originally in 
England there were two types of loan, 
vivum vadium and mortuum vadium.? Under 
the “living pledge” the land was con- 
veyed to the creditor to be held by him 
for a period during which the rents or 
profits received went toward the dis- 
charge of the debt. Under the “dead 


pledge” the mortgagor retained the en- 
joyment of the property although the 
title was transferred as security for re- 
payment both of principal and of interest. 
This latter form was first “looked upon 
as a species of usury’’® but it is the form 


that has come down to us as our mort- 
gage. The mortgage form is compassed 
around with legal niceties some of which 
were designed to protect the mortgagor 
and others the mortgagee. I need only 
refer to such terms as “equity of re- 
demption,” “mortgagee in possession,” 
and “foreclosure.” There was a long 
struggle through the English courts and 
Parliament to keep dealings in land a 
matter of open record.4 Many of the 
refinements and perplexities of the mort- 
gage system have been the outgrowth 
of the need of the hard-pressed in- 
dividual to work out private arrange- 
ments by which he could use lands or 
rights in lands as the basis of his needed 
credit. 

?K. EF. Digby, Introduction to the History of the Law of 
Real Property (Oxford: 1884). The French words were “vif 
gage” and “mortgage.” 

2 Ibid. 


*See Frederick Pollock, The Land Laws (London: 
1883). 
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In the United States forty-eight differ- 
ent legislatures have dealt variously with 
the relations between mortgagor and 
mortgagee. Until recently all legisla- 
tion has been based upon the assumption 
that each individual piece of property 
given as a pledge for debt repayment 
through a mortgage agreement involved 
contract rights in that one specific piece 
of property. The aid of the courts and 
the legislature was invoked to determine 
the respective rights in the property in 
the event that either party to the con- 
tract failed to fulfill obligations, or 
attempted to exceed its rights under the 
contract. Take, for example, the process 
of foreclosure. It is the long-established 
method of redress in case of a default 
in the terms of the mortgage. In some 
states the time required is so long as to 
make it an unsatisfactory remedy. In 
others, fees and costs® for public ad- 
vertising, particularly in the case of 
mortgages on small properties, have been 
sO excessive as to make it more practical 
for the mortgagee to allow defaults to 
run in the hope of subsequent recovery. 
As a result, both debt and default have 
tended to accumulate and in blighted 
areas a situation has arisen which has 
called for a new approach in search for 
a solution. 


II. Group Administration of 
Defaulted Mortgages 


Although reference has already been 
made to it elsewhere® it is apropos to 
comment here upon the significance of 
the passage of the Schackno Act’ in 
New York State in 1933. Suffice it to say 
that certificates had been issued en- 
titling holders to a participating share 


5See Miles Colean, American Housing (Twentieth 
Century Fund), pp. 243-246, for data on differences in fore- 
closure proceedings. 

6A. C. Holden, “Urban Redevelopment Corpora- 
tions,” Journal of Land & Public Utility Economics, November 
1942. 


in large mortgages which otherwise might 
have found a limited “market.”  Al- 
though mortgages of this type had been 
guaranteed by title-insuring companies, 
there were—in the face of the general 
mortgage debacle—no apparent means 
whereby individual certificate-holders 
could take steps to protect their interest. 
The Schackno law established the prin- 
ciple that, by petition, a majority might 
compel the administration and composi- 
tion of the mortgage obligation through 
machinery set up by the state. 

New York State was also the pioneer 
in legislation which helped to establish 
the validity of group procedure from 
another point of view. To deal with the 
increasing number of mortgages threat- 
ened with default, the Savings Bank 
Trust Company and its affiliate, the 
Institutional Securities Corporation, *® 
were set up under Article III of the 
State Banking Laws. These organiza- 
tions were empowered to receive mort- 
gage securities from the savings banks of 
New York State and to give in exchange 
certificates from the trust company, 
which the original owning savings bank 
was permitted to retain as a negotiable 
asset. 

The trust company, acting as trustees 
was empowered to negotiate through it, 
affiliate for the composition of the mort- 
gage indebtedness and the original bank 
was empowered to receive whatever 
securities were issued in exchange for the 
original obligation. The plan was based 
upon the opinion that groups of mort- 
gages in default could be administered 
more economically by the institution 
specializing in such management. For 
example, many of the upstate savings 


7 Chap. 745 of the Laws of 1933, N. Y. (Certificate 
Holders’ Reorganization Act). 

8Cf., Chapter 493 of Laws of 1934 adding Sec. 
239-b to Banking Laws; ainended by Chapter 352 of Laws 
of 1938, adding Sec. 234-a; amended by Chapter 790 of 
Laws of 1939, adding Sec. 234-a. 
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banks holding a small number of de- 
faulted mortgages in the city of New York 
found it very practical to turn these over 
to the Savings Bank Trust Company for 
administration and composition. Many 
of the larger savings banks located in 
New York City and holding mortgages 
on property in blighted areas preferred 
to manage for themselves such mort- 
gages as they held which were in default 
or in danger of default or which re- 
quired special care or negotiations. 

In 1936 the Institutional Securities 
Corporations made an attempt to get the 
savings banks of New York City to turn 
over their properties and mortgage hold- 
ings in the lower East Side for joint man- 
agement and composition by the Corpo- 
ration. The banks were asked to contrib- 
ute ten per cent additional in cash to 
finance the initiation of a plan for replan- 
ning and reconstruction. Unfortunately, 
some of the psychological factors were 
neglected. Savings banks, which have 
tried to build up capable real estate de- 
partments, are scarcely to be expected to 
receive with enthusiasm a scheme based 
upon the assumption that someone else 
can do a better job for them if only the 
banks turn over enough money to that 
other person or agency to enable them 
to proceed. 

Moreover, the savings banks did not 
dominate the situation. Other institu- 
tions as well as private lenders were 
found to own large mortgage interests in 
the lower East Side.* These interests 
The Institutional Securities Corporation 
was not eligible to serve. As previously 
pointed out, '° all types of fiduciaries are 


®In 1935 the writer’s office was retained by the In- 
stitutional Securities Corporation to make maps of data 
respecting the status of mortgages held by savings banks on 
the lower East Side of New York. The map accompanying 
this article indicates the dominant interest held by insti- 
tutional lenders at that time. It is significant that, in no 
single block in which old law tenements stood, was it found 
that mortgages held by savings banks covered the whole 
block. As a group, the savings banks seemed to find that 


now authorized to exchange mortgages 
or properties in redevelopment areas for 
the securities of corporations organized 
for the improvement of blighted dis- 
tricts. _ Consequently, the burden of 
proof now rests upon those who propose 
to reorganize, replan, and redevelop 
these blighted areas. It is to their 
imagination and initiative that we must 
look for proposals that offer a future 
usefulness sufficient to warrant coopera- 
tion on the part of existing mortgages. 

Within former limits of procedure 
there was nothing for mortgagees to do 
save each to work independently to sal- 
vage as much as possible on each in- 
dividual mortgage investment when 
called into question. It was the writer’s 
privilege in 1930-1931 to work with Orin 
C. Lester, then vice-president of the 
Bowery Savings Bank. On behalf of 
the great institutional lenders Mr. Lester 
took the lead in pointing out the futility 
of the policy of attempting to salvage 
either mortgages or the underlying real 
estate on the basis of individual holdings. 
Now it is possible for former mortgage 
investors to unite to put pressure on the 
ownership group in such a way as to 
virtually compel initiative and con- 
certed action. 

Because of the function which they 
serve, it is not appropriate that fiduciaries 
be permitted to take part in competitive 
or speculative enterprise. As the writer 
has pointed out,!! the savings banks, 
the insurance societies, the savings and 
loan associations, trustees of estates and 
other types of fiduciaries do in fact per- 
form a long-term banking function. It is 
their greatest difficulties lay, first, in dealing with “other 
interests and, second, in finding a way in which saving- 
banks could deal with one another.” 

10 A, C. Holden, “Urban Redevelopment Corpora- 
tions,” this Journal, November 1942. Real Property Law, 
Sec. 278-a, Chap. 886 of Laws of 1937; amended by Chap. 
446 of Laws of 1940. 


11 A. C. Holden, Money in Motion, The Social Function 
of Banking (New York: Harper & Bros., 1940), chap. 11. 
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no more their task to engage in real estate 
enterprise than it is the function of the 
commercial banks of deposit to engage in 
manufacturing. It is, nevertheless, the 
function of the long-term lending insti- 
tutions to formulate and promote a con- 
structive, long-term banking policy which 
will aid in the development of sound real 
estate enterprise. 

For the above reason it is logical to 
permit those who are responsible for 
long-term banking policy to experiment 
to an extent sufficient to demonstrate 
that large-scale developments are pos- 
sible and practicable from both a manag- 
erial and a service point of view. The 
New York Redevelopment Companies 
Act of 194212 (amended 1943) provided 
for the initiation by life insurance so- 
cieties of large-scale projects for the re- 
development of areas declared by the 
City Planning Commission to be suitable 
for clearance and redevelopment. Ex- 
perience gained by the insurance so- 
cieties through the operation of large- 
scale projects, such as those initiated by 
the Metropolitan Life in New York City, 
in Alexandria, Va., and on the Pacific 
Coast, should add the force of example 
to the pressure which the fiduciary or- 
ganizations can exert to stimulate con- 
certed action on the part of the owner- 
ship group in blighted areas. 


III. Significance of Power of Congress to 


Regulate Bankruptcies 


Although much has been done to im- 
prove the position of the mortgage group 
with respect to fiduciaries, of which the 
enlightened legislation in New York 
State is an outstanding example, never- 
theless the whole situation could be 
greatly clarified by action by Congress 
under the clause in the federal Constitu- 
tion which gives to Congress the man- 


12 Chapter 845 of the Laws of 1942. Chapter 234 of 
the Laws of 1943. 


date to establish “uniform laws on the 
subject of Bankruptcies throughout the 
United States.” 

When the growth of urban blight 
assumes such proportions that it threat- 
ens not only the progressive disorganiza- 
tion of existing mortgage obligations, 
but also the solvency of municipalities, 
the time has come for a redefinition of 
bankruptcy by the Congress. This 
redefinition should bring under federal 
jurisdiction the pressing problem of the 


composition of mortgage debts in areas 


where the growth of blight has destroyed 
the possibility that the majority of 
mortgage and other contracts can be 
carried out on the basis of agreed terms. 

An appeal to the federal government 
to lay down general principles for the 
group composition of mortgage debt 
in areas which are suffering from eco- 
nomic blight is a far sounder approach 
than an appeal to the federal govern- 
ment for a hand-out in the form of 
federal subsidy to overcome the mis- 
calculations that prevent the execution 
on an economic basis of mortgage agree- 
ments and other forms of real estate 
contracts. It is probable that Congress 
will be ready to formulate the proper 
legislation as soon as enterprise develops 
sufficient confidence to indicate the 
form of debt composition which will be 
most appropriate to relieve the situation 
which is typical of almost all areas of 
urban blight. The ideas and the initiative 
must come from enterprise. Congress has the 
power to supply the legal sanction. 

Several years ago, at the depth of the 
great depression, considerable pressure 
was brought upon Congress to create a 
central mortgage bank!* for the dis- 
counting of mortgages. At that time 
there was a very widespread desire to 
establish an agency which could receive 
frozen assets, especially slow assets such 


18 Holden op. ctt., p. 173. 





50 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


as mortgages, and through discounting 
to provide the embarrassed owner with 
a greater degree of liquidity. -Had such 
a discount bank for mortgages been 
created at that time, it is likely that it 
might have become principally a de- 
pository of sour assets, a sort of “pound 
for unwanted cats and dogs.” There 
was then and there still is the need for 
an institution on which to base the 
financial stability of our long-term credit 
system. The function of central banking 
is not yet popularly understood in 
America. Few Americans realize that 
there is no institution capable of per- 
forming for the long-term lending agen- 
cies such functions as are performed 
by the Federal Reserve System for the 
commercial banks of deposit. 

It is not probable that we shall be 
ready to weld our long-term credit in- 
institutions into a coordinated capital 
reserve system, such as has been ad- 
vocated by the present writer,!* until 
well after we have come to see that 
immediate, practical advantages may be 
realized as a result. Walter Bagehot 
was right.'° We are likely to reach a 
realization of great principles only after 
we have come, we scarcely know how, 
into a position where the principles are 
self-evident. 

This is not the place to argue the need 
for the extension of the system of central 
banking to provide for the coordination 
of our long-term or capital credit system. 
It is necessary, however, to call attention 
to the difference between (a) the prin- 
ciples of central banking applied to long 
term credit; (b) a mortgage discounting 
system; and (c) the need for devising 
methods for composing mortgage in- 
debtedness. It is probable that the ma- 
jority of the advocates of a mortgage bank 
of discount have sought principally the 


4A. C. Holden, “Housing Can Be Financed,” 
Atlantic Monthly, June 1938. 


creation of an agency to take over 
troublesome or doubtful assets. The 
result would be a mere shift of responsi- 
bility without direct attempt either to 
improve real property itself or to free 
it from debt. 

The purpose of mortgage composition, 
on the contrary, is to liberate real prop- 
erties which are suffering because of 
physical blight from the deadening effect 
of restrictive mortgage contracts. The 
advisability of revising old mortgage 
contracts is based on the basic soundness 
of bankruptcy procedure. It has been 
found by experience that, by relaxing 
the hampering restraints of unpayable 
obligations, the capacity for service and 
consequent self-support can be restored. 
The proposal for a capital reserve system 
is in no sense a measure designed to 
remedy difficulties that have been created 
as a result of miscalculation. It is an 
effort to suggest a system which ought to 
do much, however, to avoid miscalcula- 
tions in the future. 


IV. The Practicability of Debt Composition 


Let us again imagine that we are 
attempting to organize an Urban Re- 
development Corporation to carry out 
the enterprise which includes the 97th- 
Street-express Crossway in Manhattan, 
already used as an example. Let us 
address ourselves to the difficult task of 
composing the mortgage indebtedness 
of the area which we desire to improve. 
The end which we seek is to clear the 
real property of the entire area of existing 
mortgage obligations. 

As we have pointed out, these existing 
mortgages may be exchanged for new 
obligations. There are two reasons why 
state sanction can be given to such an 
exchange. In the first place, the situa- 
tion has come to such a pass that the 


18 Walter Bagehot, Lombard Street (London: John 


Murray, 1919), chap. 3. 
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general social well-being is threatened 
by resort to foreclosure, which is the 
method established by law as a remedy 
for a mortgage default. When the num- 
ber of foreclosures is increasing rapidly, 
it is evident that the stability of other 
properties is threatened. In the interest 
of the social order, most of the states 
found it necessary in 1932, 1933 and 1934 
to declare moratoria on mortgage fore- 
closures. 

On the other hand, when the difficulty 
is due to the general decline of the neigh- 
borhood in which the property is situated, 
it is also contrary to the social interest to 
allow the debt relationship to remain 
in suspense so that neither party can 
act. It is therefore good public policy, 
justified on the same principle as has 
been used to justify bankruptcy, to 
declare that once an area has been recog- 
nized as blighted by legally constituted 
authority, permission may be granted to 
fiduciaries to exchange or compose exist- 
ing mortgage obligations. It is even 
reasonable to predict that in the near 
future this composition may be made 
compulsory. 

Let us consider the theoretical basis on 
which the justice of the composition 
rests. In the public interest the obliga- 
tion for debt is taken off the land, so 
that the real property may be freed in 
order to be put to improved use. This is 
exactly what takes place under eminent 
domain. The property is freed of debt 
so far as the new public purpose is con- 
cerned. The security for the debt is 
transferred to the award. By law the 
owner may not receive an award under 
eminent domain until he satisfies the 
mortgagee. But if the award in eminent 
domain is a shifting of the ownership 
from a recognized interest in one specific 
parcel only to a general interest in a 
community of properties, plus a par- 
ticular interest in the enjoyment of 


certain specific facilities and _ services, 
then the security for the mortgage rests 
upon the redefinition of the property 
interest. From one point of view it 
might be said that, in the redevelopment 
of blighted properties, the mortgagee 
must look for his security to the owner’s 
participating share in the redevelopment 
corporation. From another point of 
view we are beginning to clarify an old 
and _ neglected economic principle, 
namely, that the obligation to repay the 
debt secured by land ought to be recog- 
nized as the first lien upon the owner’s 
right to enjoy the usufruct of the land. 
This goes back to the idea of the vivum 
vadium in contrast to mortuum vadium, 
to which we have already referred. 
Perhaps we might be better off today if 
the type of contract evolved had fol- 
lowed the idea of the “living pledge” 
and had arranged for writing off the 
debt out of the earnings of real property. 


Let us reconsider the case of the typical 
owner of obsolete tenement houses on a 
plot 100’ x 100’. Let us assume a case 
where this owner has agreed to take 
common stock in an urban redevelop- 
ment corporation on the basis of the 
same ratio value as represented the 
owner’s holdings when considered in 
relation to ail the properties to be re- 
developed by the corporation. The 
question is how to compose the rights of 
the mortgagee. There are a great many 
alternate methods of procedure. In the 
first place there should be an appraisal 
of the mortgage considered as an in- 
vestment. The face value of the original 
mortgage may be greater than the de- 
preciated value of the existing real estate. 
In this case it remains for the appraiser 
to determine the depreciated value of 
the mortgage. The owner and the 
mortgagee may then go before a referee 
in bankruptcy for purposes of working 
out a composition. If the depreciated 
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value of the mortgage is clearly greater 
than the property value and if the owner 
is in obvious default in interest, taxes 
and covenants respecting property main- 
tenance, then the referee may order the 
completion of foreclosure, and turn over 
the ownership stock to the mortgagee. 
If, on the other hand, the owner has 
kept up interest and tax payments in 
accord with either the original agree- 
ment or an amendment to it, then the 
referee may allow the owner to retain 
the ownership of the stock but might 
require it to be placed in escrow as 
security for the fulfillment of the mort- 
gage obligation. 

However, there may be many cases 
where the ownership of stock is not 
satisfactory for the purposes of either 
one or both parties. In such cases an 
alternative option should be offered. 
The Urban Redevelopment Corporation 
should be allowed to create a class of 
amortizable debenture bonds and to 
exchange part debenture bonds and 
part stock for the parcels of property 
turned over to the redevelopment cor- 
poration. The issue of debenture bonds 
should be restricted to the existing ap- 
praised value of each individual parcel. 
Owners should be given the option of 
paying off or reducing their mortgage 
indebtedness with these debenture bonds. 
While it would be unwise to establish 
a specific rule, it will probably be found 
practicable to make the amortization 
on these bonds a lien on the earnings of 
the corporation to be considered next 
after operating costs, taxes and debt 
service on new financing. It will prob- 
ably also be wise to make the interest 
on the debentures a first lien on such 
dividends as may be declared on the 
stock that has been assigned in exchange 
for each specific parcel. 

Unquestionably a great many alterna- 
tive propositions may be worked out for 


reconciling the respective obligations of 
mortgagee and owner. Under no condi- 
tions, however, must the corporation be 
permitted to obligate itself to maintain 
payments on the basis of old contracts 
or old values, whether assessed by the 
city for taxation purposes or established 
by prices at which properties may have 
been exchanged. Appraisals'® should, 
of course, take into consideration the 
value of capital equipment and consider 
this in relation to earnings; but obso- 
lescence and depreciation should be 
charged against the computed capital 
values and the full value of managerial 
services should be charged in calculating 
the value of earnings. 

In closing, emphasis should be given to 
the desirability of federal legislation which 
might specifically bring mortgage com- 
position for properties in blighted dis- 
tricts within the jurisdiction of the 
federal bankruptcy laws. The power to 
make uniform laws respecting bankrupt- 
cies belongs to the Congress and cannot 
be challenged. So widespread has been 
the demand that something be done to aid 
cities to get rid of the problem of blighted 
areas that Congress has sought to extend 
forms of aid which have been held by the 
courts to be unconstitutional. There 
are no such obstacles to be encountered 
if Congress bases its action upon the 
bankruptcy clause of the Constitution. 
The initiation of a sound policy rests 
upon the ability of the Congress to write 
a valid definition of the character and 
degree of property depreciation where 
the condition of groups of properties 
jeopardizes not only their functioning 
as a group but threatens the future of 
even such properties as may have suc- 
ceeded in maintaining solvency in the 


‘The writer is especially indebted to Messrs. 
Oscar Fisher and Kenneth Fisk for pioneering work in 
connection with the appraisal studies conducted by the 
Land Utilization Committee of the New York Building 
Congress in 1933 and 1934. 
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midst of a general condition of deprecia- 
tion and obsolescence. 

Finally, it should be borne in mind that 
it is far more difficult to remove legal 
contracts which obstruct the land and 
which have become obsolete than it is 


to remove brick walls which have out- 


‘worn their usefulness. The composition 


of mortgages in order to free the land of 
existing liens is an essential part of the 


preparation for redevelopment. 





Twenty-Five Years of Progress: Division of Land 
Economics 
By V. WEBSTER JOHNSON* 


WENTY-FIVE years ago last July, 
Land Economics became established 
as a research division in the Bureau of Ag- 
ricultural Economics. Research studies 
conducted by this division and the sub- 
sequent land programs into which they 
matured, constitute a vital chapter in the 
development of modern land policies. 
Now, after a quarter century of service 
to the nation, it appears appropriate to 
take stock of the work of this research 
organization, to point out certain con- 
tributions to the solution of land prob- 
lems, and to indicate some of the emerg- 
ing problems which constitute the future 
challenge to workers in land economics. 
Throughout this discussion, it should 
be kept in mind that concurrently with 
the expansion of the Division’s research 
and planning program, students of land 
economics in the state colleges and uni- 
versities made very significant contri- 
butions to the development of the 
Division’s work. 


Land Problems Stimulated Need for Land 


Economics Research 


The recognition of land economics as a 
field of research in the federal govern- 
ment stemmed directly from problems 
arising out of maladjustments in the 
ownership, control, and utilization of 
the nation’s land resources. These 
problems had been gradually emerging 
throughout our national existence. They 
were brought into clearer perspective as 
free lands became scarce during the 
latter part of the nineteenth century. 
They were greatly accentuated by World 


*Head, Division of Land,Economics, U. S. Depart- 
ment of Agriculture. 


War I and the tremendous land malad- 
justments left in its wake. Few instances 
exist in the evolution of a social science 
where research has grown so directly 
and spontaneously out of social problems 
confronting the nation. 

Land economics may be regarded as 
having its inception in problems of 
human relationships in the use of land 
during the final decades of the nine- 
teenth century and the first decades 
of the twentieth. This does not mean 
that all the concepts and tools of analysis 
used by the land economist have evolved 
during the past half dozen decades. 
On the contrary, antecedents of land 
economics research prevailed throughout 
the development of the science of eco- 
nomics. Much of the early economic 
thought and theory developed around 
land, particularly in the works of Ques- 
nay, Ricardo, and von Thiinen. Land 
was basic to much of the works of 
Malthus, J. S. Mill, and other eco- 
nomic pioneers who made substantial 
contributions toward a better understand- 
ing of later land problems. But, by and 
large, these contributions had limited 
application. to the unique land prob- 
lems of the New World. 

Even though the federal government 
followed the general policy of getting rid 
of the land through sale and grant, 
the family farm owned by its operator 
was a significant, if not a primary policy 
in disposing of the Nation’s lands. 
However, this ideal was inconsistent with 
much of our land disposal policy which 
included tremendous grants to rail- 
roads and others, as well as sales to 
speculators. Few people knew just how 
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serious this conflict was until the first 
complete agricultural census in 1880 
showed that more than one-fourth of 
our farm operators were tenants. 

By the time of World War I, it was 
clear that the Nation was far shcrt of 
the avowed goals. A large proportion 
of its farms were operating under ten- 
ancy and mortgages instead of as un- 
fettered freeholds. Concentrations of 
land holdings on the one hand and 
inadequate holdings on the other had 
become partially substituted for the 
family farm. There were exploitation 
and wastage instead of conservation of 
the Nation’s soil, water, and forest 
resources. ‘There was unguided settle- 
ment onto lands not suited for. agri- 
cultural use. Sharp practices used by 
certain speculators and selfish colonizers 
added to the burdens of the: settlers. 
These are examples of some of the land 
problems which demanded explanation 
and plans for amelioration by the social 
scientist. 

Although land problems of varying 
degrees of intensity have always con- 
fronted this Nation from the day of its 
birth, it was not until its land reserves 
were running low that a genuine and 
widespread public interest in the uses 
of land began to develop. The emerg- 
ence of the realization of this state 
of affairs was concretely expressed, 
for instance, in setting aside in 1891 
of public lands for timber purposes 
and in forbidding the further public 
sale of federal lands. 

The early conservation movement, 
fathered by Theodore Roosevelt, Pinchot, 
Van Hise, and others, rested largely on 
the Malthusianism concept of population 
upon the land. During the turn of the 
century it was not only believed that the 
supply of virgin lands of good quality 
had been largely brought into farms but 
that the American population would 


continue to increase at an exceedingly 
rapid rate. Faced by the dilemma of a 
limited amount of first-class land com- 
bined with expected population in- 
creases, people turned their attention 
toward settlement of relatively unfavor- 
able lands. Settlement of people on 
lands that were ill-adapted to agri- 
cultural use and unsatisfactory tenure 
arrangements created problems which 
led tc studies of directed settlement. Con- 
cern was also being expressed over the 
exploitation and waste of soil and forest 
resources and there were apprehensions 
in respect to increasing tenancy and land 
speculation. 


Organization and Early Work of the Division 


With these land problems in mind, the 
then Secretary of Agriculture, the Hon- 
orable D. F. Houston, in the spring of 
1919, brought together a group of lead- 
ing agricultural workers as a committee 
“|, . to assist in perfecting plans for 
investigations in land utilization and 
land tenure.”! As a result of the work 
of this committee, the Division of Land 
Economics was founded July 1, 1919, 
as one of seven divisions in the newly 
reorganized Office of Farm Management. 
This office was merged with a com- 
bination of the Bureau of Crop Esti- 
mates and the Bureau of Markets to 
form the Bureau of Agricultural Eco- 
nomics in 1922. 

That Committee also recommended a 
division of agricultural geography and a 
division of labor. They were established, 
and operated for a time, but were con- 
solidated with the Division of Land 
Economics in 1922. The Committee 
outlined the general function of the 
newly formed Division of Land Eco- 

1 Report of Committee Appointed by the Secretary of Agri- 
culture to Consider the Subject of Land Economics as One of the 
Divisions of Research Work of the Proposed Bureau of Farm 


Management and Farm Economscs, U. S. Dept. of Agriculture 
Circ. 138, June 1919, p. 2. 
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nomics in terms of analyzing, inter- 
preting, and making recommendations 
for ameliorating the problems arising 
out of the relations of the farmers to the 
land. Specific fields of investigation 
within the Division were recommended 
as follows: land resources, land values, 
land ownership and tenancy, land settle- 
ment and colonization, and land policies. 
There was a clear-cut and direct rela- 
tionship between these fields of investi- 
gation and the land problems facing the 
country at the time the Division was 
established. 

Under the leadership of Dr. L. C. 
Gray, the newly-formed Division em- 
barked upon its field of work. Land 
Economics was exceedingly fortunate 
in having Dr. Gray as its first leader. 
He was a brilliant scholar with a pene- 
trating insight regarding current and 
potential land problems. His zeal in 


attacking these problems and the in- 
spiration he provided those who worked 


closely with him contributed much to- 
ward pushing back the frontiers of this 
new field. During the first 12 years Dr. 
Gray and a relatively small staff, seldom 
exceeding a dozen men, published or 
issued 27 technical bulletins, 10 de- 
partmental circulars, 4 farmers’ bulle- 
tins, 23 yearbook articles, 6 miscellaneous 
department publications, 69 mimeo- 
graphed circulars, 99 articles in non- 
departmental publications, and 2 widely 
recognized books. 

The high quality of many of the 
studies reported is reflected by such 
well-known works as ““Farm Land Values 
in Iowa,” “The Utilization of our Land 
Resources for Crops, Pasture and For- 
ests,” “Relation of Land Income to 
Land Values,” ‘‘Land Settlement and 
Colonization in the Great Lakes States,” 

2 L. C. Gray, “Evolution of the Land Program of the 
United States Department of Agriculture,” Bureau of 


Agricultural Economics, U. S. Department of Agriculture, 
March 22, 1939, p. 9. 


“Land Reclamation Policies in the 
United States,’ ‘‘Farm Real Estate 
Situation Reports,” “The Farm Lease 
Contract,” ‘Relation of Land Tenure 
to the Use of Arid Grazing Lands of the 
Southwestern States,” and the Land 
Utilization studies in Vermont and in 
other highland areas. 

These studies, aimed at the core of 
major land problems facing the country, 
faced the usual lack of sympathy that is 
likely to accompany the development of 
a new field of work. This handicap was 
pointed out by Dr. Gray in these words: 
“In a period when agricultural econo- 
mists were concerned successively with 
marketing, cost of production, farm or- 
ganization, price analysis, and coopera- 
tion, these land studies enjoyed but 
little sympathetic interest on the part of 
the majority of agricultural economists. 
Nevertheless, basic economic conditions, 
notably the surplus problem, began 
gradually to awaken public interest in 
land problems, an awakening to which 
; the publications of the Division 
of Land Economics made a considerable 
contribution.”? 


Research Becomes Action and the Land Pro- 
gram Emerges 


By the middle 20’s much had been 
done toward putting the new field of 
land’ economics in order, establishing 
recognition of problems in the field, 
and outlining possible lines of remedial 
action. However, as Dr. Gray has 
pointed out: “‘It had become clear to 
us in the division, however, that bulletin 
writing and academic papers were a 
slow way to advance the ball toward 
action, and that other means should be 
found.”? Partially in recognition of the 
limitations of “bulletin writing and 
academic papers,” the Division in 1927 
organized a section on “Local Land 


3 Ibid., p. 9. 
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Utilization and Regional Planning,” 
which was concerned with local studies 
to determine present land uses, desirable 
land uses on the basis of important 
physical characteristics of land, and the 
outlining of a land program based on 
shifts in land use and related economic 
and social adjustments. 


It is noteworthy that recognition at 
that time was given to such studies 
which became forerunners of the land 
programs of the 30’s. ‘This recognition 
affords an excellent measure of the in- 
sight and capability of the men who saw 
the real land problems confronting the 
country and had made much progress in 
understanding them before opportunity 
arose to put this knowledge into practice. 
When Secretary of Agriculture Jardine 
left office in the late 20’s, he expressed to 
Dr. Gray his feeling that ‘‘we had a long 
way to go before action in the field of 
land utilization could be realized.’’4 


The opportunity for translating re- 


search into action presented itself much 
earlier than had seemed probable. In- 
stead of the famine and scarcities that 
were predicted by many national leaders 
at the turn of the century, the situation 
became one of tremendous food and 
fiber surpluses in the period following 
World War I. Coupled with these sur- 
pluses was a back-to-the-land movement 
and a nationwide depression. Indicative 
of serious land problems was the ac- 
cumulation of millions of acres of tax- 
delinquent lands—often referred to as the 
new public domain—unstable land values 
and frequent foreclosures, over-burdened 
local governments, increasing tenancy, 
and, worst of all, a lack of a land policy 
to deal with these situations. These 
conditions not only meant wastage of 
the Nation’s soil, water, and forest 
resources but also the impoverishment 


4 Ibid., p. 9. 


of rural families and a general retro- 
gression of the rural community. 

Problems became so severe that the 
Secretary of Agriculture called a nation- 
wide land utilization conference to work 
out possible solutions to the pressing 
land problems. This conference was 
held in Chicago, in November 1931. 
Dr. Gray and his land economics co- 
workers had an influential role in the 
planning and work of this meeting. Asa 
result of the conference two national 
committees were established. Through 
the reports and releases of these com- 
mittees flowed the results of much of the 
research which had marked the Division’s 
previous work. ‘These releases preached 
the doctrines which had already been a 
religion with the personnel of the Divi- 
sion of Land Economics, doctrines now 
so widely accepted that they appear 
trite today—that land is vested with a 
social or public interest; that the long 
reign of individualism had created wide- 
spread social and economic maladjust- 
ments in the use of land, which could be 
corrected only by governmental policies 
based on social planning; that each acre 
of land has a socially-best use, which 
must be discovered through the process 
of land planning.” 5 

The Division’s direct participation in 
the various land programs of the thirties 
varied from cooperative work with fed- 
eral agencies to the loan or transfer of 
personnel. It would be a long story to 
describe this direct and indirect work 
with various agencies. Briefly, some of 
the highlights are: (1) From April 1933 
to June 1935 Dr. Gray, in addition to 
continuing as Head of the Division, 
served as Chief of the Land Policy 
Section of the Agricultural Adjustment 
Administration, which was concerned 
with land policy and planning studies 
for the retirement of submarginal land 

& Ibid., p. 10. 
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and relocation of the families, and also 
administered a nationwide program for 
the purchase and development of sub- 
marginal land. Other Land Economics 
personnel were loaned to or did work in 
connection with this program of retire- 
ment and relocation. (2) Several mem- 
bers of the Division took leading parts 
in the work of the Division of Sub- 
sistence Homesteads of the Department 
of the Interior. (3) The staff contributed 
materially to the reports of the Land 
Planning Committee of the National 
Resources Committee or National Re- 
sources Board. (4) In June 1935 the 
Resettlement Administration was or- 
ganized; it took over the work of the 
Land Policy Section of the Agricultural 
Adjustment Administration and _ the 
Division of Subsistence Homesteads and 
set up a Land Utilization Division. 
Some of the Land Economics staff were 
transferred to the Resettlement Ad- 
ministration and others were assigned on 
loan. Most of these men worked with 
E. H. Wiecking, who was Assistant Head 
of the Division of Land Economics, 
and who became Chief of the Land Use 
Planning Section of the Land Utiliza- 
tion Division. Dr. Gray became an 
administrator of the Resettlement Ad- 
ministration, but he also remained as 
Head of Land Economics. (5) In 
September 1937, when the Resettlement 
Administration was abolished, most of 
the work in land utilization, land use 
planning, project planning and land 
acquisition was transferred to the Divi- 
sion of Land Economics in the Bureau 
of Agricultural Economics. Dr. Gray 
became Assistant Chief of the Bureau of 
Agricultural Economics, in charge of 
land utilization, and when Mr. Wiecking 
transferred to the Office of Land Use 
Coordination in the Office cf the Secre- 
tary, Dr. M. M. Kelso became Head 


¢ Ibid., p. 11. 


of the Division. (6) In 1939 the coopera- 
tive state and county land usg¢ planning 
work was transferred from Land Eco- 
nomics to a new division, that of State 
and Local Planning, in the Bureau of 
Agricultural Economics. However, even 
after this shift Land Economics remained 
a much enlarged organization in the 
Bureau. 

In trying to appraise the Division’s 
participation in the land programs, Dr. 
Gray said, ‘“‘. the personnel and 
experience of the old Division of Land 
Economics furnished the essential nucleus 
without which the land program could 
not have been established.” 6 


Research During the Thirties 


During the time of these organizational 
changes, the Division carried on re- 
search, investigations and planning in 
land utilization and classification, land 
tenure, land values, directional measures, 
local government, and legislative and 
institutional analysis. Much of the work 
was done in cooperation with the states. 
In addition, the Division was engaged 
with what may be termed administrative 
planning activities in connection with 
the flood control and water facilities 
programs of the Department. 

The work in land utilization was con- 
cerned largely with adjustments needed 
in land uses for agriculture, grazing, and 
forestry to provide a more stable. rural 
economy and improved levels of living, 
land use classification studies, and analy- 
sis of factors that determine land use. 


In the field of tenure, emphasis was 
given to preparation of a national report 
on farm tenancy; to the development of 
improved lease forms for use of the Farm 
Security Administration in their re- 
habilitation program; to the study of 
landlord and tenant laws in the operation 
of the tenancy system; and to studies 
of economic and social situations and 
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impacts of the tenure system in the 
United States and selected European 
countries. 

In the field of land values the real 
estate situation reports were kept cur- 
rent and a mass of historical data on 
land transfers and price was obtained 
from county records through two na- 
tionwide work-relief projects. A number 
of special valuation investigations were 
undertaken, including the appraisal of 
lands for the Fort Peck Dam, the valua- 
tion of lands and flowage rights in the 
Mississippi flood control areas, and the 
appraisal of economic damage from 
smelter fumes in northeast Washington. 

In the field of directional measures 
studies were made of such instrumentali- 
ties or means as rural zoning, grazing 
districts, methods of handling tax-re- 
verted lands, public land management, 
and land-settlement policies for directing 
land into more desirable uses or for dis- 
couraging the misuse of land. The work 
fell primarily into three broad fields: 
(1) the regulation in the public interest 
of private property by the police power; 
(2) the control of certain types of land 
through public ownership and adminis- 
tration; and (3) the direction of new 
agricultural settlement. 

In this work it is necessary to have a 
realistic, competent, and effective under- 
standing of many legislative and ad- 
ministrative techniques that political 
scientists and students of law are able 
to contribute. Consequently a legisla- 
tive and institutional analysis unit was 
established to provide this need and to 
help draft land use legislation. 

Studies of local-government organiza- 
tions in relation to population distribu- 
tion, resource base, and land use ad- 
justments were made in several counties 
or areas. In brief, the objective of these 
studies was to determine suitable pat- 
terns of rural-government organizations 


in view of impending land use adjust- 
ments. Local government has a very 
significant place in conditioning land 
use and occupancy. 

Under the authorization contained in 
the flood control acts of 1936 through 
1939, the Secretary of Agriculture placed 
major responsibility for flood control 
examinations and surveys of water- 
sheds with the Office of Land Use 
Coordination, Bureau of Agricultural 
Economics, Forest Service, and Soil 
Conservation Service. To the Bureau of 
Agricultural Economics, and by it to the 
Division of Land Economics, was dele- 
gated the primary responsibility for 
leadership of the analysis of economic 
problems of land and water use and 
control involved in watershed flood 
programs. The flood control problems 
called for an investigation of suitable 
remedial measures and land use adjust- 
ments and practices which would bring 
reductions in flood and sedimentation 
damages at justifiable costs and at the 
same time fit into sound national, 
agricultural, and land use programs. 

Planning in connection with water 
facilities was directed toward achieving 
more efficient use of water resources in 
connection with land uses in the arid 
and semi-arid sections of the western 
states. This work was done mostly in 
conjunction with land and water use 
action programs of the Department. It 
consisted chiefly of furnishing the tech- 
nical water-utilization information neces- 
sary to planning the proper use of land, 
and the actual planning of coordinated 
water and land use in conjunction with 
county planning committees. 


The county planning program was 
devoted largely to inventorying rural 
resources and developing land use plans 
for agriculture by farmers and _ techni- 
cians. This program was an attempt to 
bring farmers into the development and 
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administration of agricultural programs, 
and by so doing fuse the opinions of 
farmers, technicians and administrators. 
The technicians had a significant place 
in analyzing data and in assembling 
facts that farmers and administrators 
needed in order to make wise decisions 
in program planning. Because of the 
nature of this work and because a large 
number of the field staff engaged in 
county planning were formerly of the 
Division of Land Economics, the per- 
sonnel of the Division naturally devoted 
a major part of their time to county land 
use planning. By working closely with 
rural people, the Division came to know 
rather intimately their land problems 
and to be more conscious of the de- 
sirability of practical devices for satisfy- 
ing these needs. 

Much of the land economics research 
during this period was undertaken as 
part of an active land use planning pro- 
gram. The setting afforded a good op- 


portunity to study the causes and effects 
of relationships likely to accrue from 
either current conditions or changes in 
different institutional factors upon va- 
rious groups, and thus to help public 
officials by appraising the potentialities 


of social action. Much of the research 
in land economics involved analyzing 
data in relation to constantly changing 
relationships of people to land resources. 


Wartime Research and Service 


With the advent of World War II, 
the Division’s work program was re- 
oriented to problems growing out of the 
war or to existing problems that were 
intensified by it.”? One shift meant giv- 
ing attention to institutional obstacles 
and practices, outside price and market 
reaction, in securing increased agri- 
cultural production. Major efforts to- 


7“Land Economics in Transition,” Journal of Land @ 
Public Utility Economics, February 1942, p. 85. 


ward production were directed, how- 
ever, toward helping with the war pro- 
duction goals project. In a number of 
states, Division staff members served as 
technical Bureau leaders for this project, 
working in cooperation with state and 
federal agricultural agencies. They 
helped to prepare state reports that 
were used in providing a better basis 
for (1) ascertaining potential agricultural 
production and (2) assigning production 
goals according to the productive ca- 
pacity of different areas. 

Major emphasis in war matters was 
directed to the fact that land values 
might reach levels substantially in excess 
of those warranted by long-run income 
expectations. Considerable material for 
use in educational programs was pre- 
pared. Various control measures were 
developed that could be used if such 
action should become necessary. Among 
the measures studied were transfer taxes, 
resale gain taxes, credit limitations, land 
price ceilings, transfer and credit per- 
mit systems, and various combinations 
of such proposals. Investigations of the 
various devices involved: (1) analysis 
of their probable effectiveness in curbing 
price increases, (2) recognition of the 
legal and administration problems, (3). 
development of the detail of those 
devices that appeared feasible, and (4) 
an analysis of their probable economic 
and social effects other than those of 
curbing price increases. 


Preparing for Postwar Problems 


As the postwar .period comes into 
clearer perspective, the dangers of a 
land boom continue to hang over the 
horizon. In spite of war bond purchases, 
income-tax increases, and price controls 
there has been a continuously rising 
volume of funds for land purchase and 
constantly increasing land earnings. In 
the field of land values every effort must 
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be made to avoid a repetition of what 
happened after World War I, which 
resulted in wide-spread loss of farm 
ownership, bitterness among groups aris- 
ing out of foreclosure and depression, 
and generally intensified difficulties in 
making adjustments that are inevitable 
in the postwar agricultural economy. In 
the longer postwar era, the stabilization of 
land values at levels that allow satisfac- 
tory family living standards will contrib- 
ute much toward the alleviation of many 
land utilization and tenure problems. 

As the war progresses, public concern 
has again arisen over the place of farm- 
ing in the readjustment to civilian life of 
returning veterans. After wars and dur- 
ing periods of depression, interest in 
land as a source of employment runs 
high. In order that the Department 
might be better fortified with information 
to deal with this problem in a positive 
and consistent manner, the Division is 
endeavoring to study: (1) the possible 
pressure of people on the land in the 
post-war period; (2) the opportunities on 
the land for these people; (3) the factors 
responsible for success or failure in 
establishing farmers on farms; and (4) 
desirable public policies to aid in the 
placement of farmers on farms in estab- 
lished farming communities and in new 
land areas. 

Underlying and basic to a sound con- 
sideration of these factors are the needs 
of the country for the products of the 
farms, but with full realization that in a 
dynamic economy adjustments in land 
use, land tenure, and size of operating 
units to the needs for food and fiber are 
not subject to precise social engineering 
control. The task is that of analyzing 
the nature and extent of the opportuni- 
ties on the land for veterans in the proc- 
ess of improving the well-being of the 
farmers and of building up our land 
resources. 


With the expansion of public contri- 
butions to conservation practices on 
American farms it is necessary that the 
Division give increased attention to the 
economics of conservation. Problems of 
farm adjustments, interregional com- 
petition, and area-wide adjustments, need 
to be approached more and more through 
an analysis of the social feasibility of 
conservation possibilities. Three broad, 
interrelated problems need analysis: first, 
the development of principles and criteria 
for determining the conditions under 
which conservation is socially economic; 
second, on what lands, for what land 
uses, and to what extent are conserva- 
tion practices likely to be justifiable; 
and third, to what extent should the 
public share the costs with individual 
farmers so as to insure the desired 
results? 


In the field of tenure more informa- 
tion is needed on the social and economic 
progress made by the several tenure 
groups under the various government 
programs, and on how the tenure situa- 
tion impinges upon the proper function- 
ing of these programs. The impact of 
the ownership patterns upon conserva- 
tion, irrigation, and drainage programs 
should be studied. In addition, studies 
should be made on foreclosure pro- 
cedure and moratoria, deficiency judg- 
ment, title assurance, transferring and 
recording, concentration and _parcella- 
tion, and other current and prospective 
factors affecting the tenure status of 
farm people. More attention should 
be given to adjustments in father-son 
relationships and a system of inheritance 
to éxpedite transfer of family farms from 
one generation to another; of the impact 
of tenure status upon land use and farm 
income; and the tenure process by which 
the ownership and control of adequate 
family farms is both attained and main- 
tained. 
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Programs designed to increase the 
security of the family farm must give 
recognition to the fact that it is dynamic 
and that its physical units of acreage or 
number of lifestock are ever-changing. 
Sufficient flexibility must be provided to 
enable the size of the farm to keep pace 
with advancing technology and _ the 
capabilities of the farm family. A 
strengthening of the policies dealing 
with the concept of family farms is 
directly related to the job of previding 
good farm opportunities to returning 
veterans who want to farm. 

For between 2 and 3 million of our 
farms, price-support programs do not 
result in farm incomes sufficient to 
afford an acceptable level of living. 
The primary reason is that these farms 
do not have an adequate resource base. 
Bringing to pass a system of adequate 
farms would mean some reduction in 
total number of bona fide farms; and 
improvement of our farms as a whole 
requires an economy of full employment 
opportunities. Otherwise, impoverished 
farm units are likely to be perpetuated. 

The volume of requests for information 
on the nature of foreign land tenure is 
increasing. Such information could be 
of value in the solution of tenure prob- 
lems in this country, and could assist in 
preparing technicians in the United 
States to play an important role in 
world affairs. This work will very likely 
become more important as the world 
conflict comes to an end and the job of 
reconstruction and rehabilitation moves 
in. We need to know more about the 
land resources of the world, their use 
capabilities, and about the relationships 
of these lands to their users. 

Irrigation and drainage are expected 
to receive great impetus during the 
early postwar period. There is a woeful 
lack of basic economic data on water 
utilization. The use that is being made 


of irrigated lands is known only in general 
terms, and little information is available 
as to conditions affecting land use under 
different types of irrigation and district 
organizational structures. The land 
economist has a real job to assist in the 
orderly development and settlement of 
lands in need of drainage or irrigation 
in a manner that will foster healthy 
agricultural conditions rather than en- 
courage the making of agricultural prob- 
lem areas. 

Many times in the past irrigation and 
drainage projects have been developed 
at costs so high that the farmers have 
been unable to pay them. More in- 
formation is needed on lands potentially 
suited to development and, if they are 
developed, what the farmers can afford to 
pay for irrigation water or the removal of 
the excess water; and on the economic 
and social effects of water rights and 
control of water use. 

To contribute to the selection of the 
most desirable reclamation or other land 
improvement projects or programs, the 
problems of evaluating public aid and 
private benefits and costs must be 
studied. Not only do more satisfactory 
methods for the appraisal of monetary 
benefits and costs have to be developed, 
but techniques must be devised that will 
give due weight to the non-monetary 
considerations. An adequate system of 
social cost accounting could insure the 
selection of projects that clearly are in 
the public interest and provide the basis 
for an equitable distribution of costs. 


The Challenge of the Future 


It is obvious that any changes acti- 
vated by government will have some 
effects that are likely to be injurious to 
the interest of certain groups, while 
improving the position of others. The 
participation of government in everyday 
economic life—for instance, in produc- 
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tion control, land settlement, and ex- 
tension of family farms—must be prem- 
ised upon a more thorough understand- 


ing of the effects of the programs upon — 


various groups than would be necessary 
if these changes took place through the 
normal working of a price system. 

In the postwar period probably much 
more attention will be given to various 
measures, policies, and devices that are 
outside the field of price economics for 
improving the relation of people to land 
resources. At the present time we do not 
have a land policy. Our land programs 
are frequently in conflict with each other 
just as the earlier policy to dispose of 
the land was in conflict with the policy 
to create a nation of freeholders. Shortly 
after the last war, Professor B. H. Hib- 
bard summed up our land policies in 
these words: ‘“Thus far there has been 
no genuine land policy in and for the 
United States. True enough, there have 
been temporizing plans, some of them 


good for a time, and for certain sections. 
But a plan involving and comprehending 
the welfare of the whole Nation, varied to 
fit the different parts of the country, we 


have not had.”*® This criticism is still 
true today although to a lesser extent. 


A public land policy means a settled 
course or direction for governmental 
action with respect to social problems in 
which land is a major factor. Land pro- 
grams are the particular plans of action 
designed to advance or to carry out the 
land policy chosen. Land policy and 
programs are overlapped by general 
agricultural policy and programs and 
should be adequately related to broader 
economic and social policies of this and 
other countries. 

Within this framework, land policy 
should have two main objectives: First, 

* Benjamin Horace Hibbard, A History of the Public 


Land Policies (New York: The Macmillan Company, 1924), 
p. 562. 


to promote efficient use of our land 
resources, not just for today and next 
year but for many generations to come; 
in other words, to use the land to get 
high returns during our own lifetime 
and yet see to it that our children’s 
children inherit an equally fruitful re- 
source. Second, to see that these abun- 
dant returns from our land are equitably 
distributed among the people who pro- 
duce them, to raise the level of living of 
rural people and particularly of those 
people who are lowest on the income 
scale. 


At present most of the powers of gov- 
ernment that extend to private lands rest 
with the states. The land economist 
should work more with state experi- 
ment stations and other state agencies 
in exploring the possibilities and limita- 
tions of specific changes in or additions 
to state land laws, land policies, and 
administrative regulations that affect 
the utilization of and rights in land and 
water. On the federal level more thought 
needs to be given to the function of the 
federal government in bringing about 
improvements in our land system. Is the 
power of the federal government in 
shaping land policy limited to public 
purchase and eminent domain, plus 
the spending power or “power of the 
purse,” as it is termed by Justice Stone? 
What is the distribution of benefits aris- 
ing from large public improvement pro- 
grams, as in many drainage and irriga- 
tion projects and what are the possibili- 
ties of securing repayment from all the 
beneficiaries? It has long been the 
policy of the Nation to promote the 
establishment of the family farm. If the 
welfare of the Nation is truly felt to be 
dependent upon the stability of the 
family farm, what does the general 
welfare clause of the Constitution offer 
in this regard in establishing a federal 
land policy? 
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In looking to the future, the primary 
aim of land economics research will be to 
provide information that will assist va- 
rious public bodies and rural people to 


alleviate maladjustments in the use of 


land and water and to help formulate de- 
sirable land and water policies and 
programs. Because of the nature of 
land economics research, it should of 
necessity stress the analysis of data in the 
light of social processes and of techniques 
of accomplishing social objectives. ‘To 
do this well, sharp focus is necessary on 


specific problems and social conflicts 
centering around land as the main factor. 
Answers in this type of research do not 
flow from the mere collection, classifica- 
tion and analysis of available data; and, 
in the end, the problems to be attacked 
are only stimuli, while the imagination, 
resourcefulness, and intellectual capacity 
of the research men will govern the type 
of approach, and, of course, the effective- 
ness of the work of the Division of Land 
Economics in serving the Nation. 











Reports and Comments 








Folweiler’s Political Economy of Forestry 


ROFESSOR FOLWEILER has made a 

notable contributiqgn and a much needed, 
succinct, historical analysis of the effects of 
federal legislation on forest conservation in 
this country.!_ By dividing his subject into 
four main periods—Before 1891, Forest Con- 
servation Bestirs Itself; 1891-1918, National- 
ization of Forest Land; 1919-1930, Coopera- 
tion with Private Owners; and finally, 1931- 
1943, A National Plan and Conflicting Pro- 
cedures—the author arranges his material 
into logical categories easily manageable for 
presentation. Few will take exception to his 
appraisal and interpretations for the period 
prior to 1930 over which there is a consid- 
erable area of agreement. This portion will 
provide students with a brief but useful ref- 
erence sufficiently adequate for most pur- 
poses. | 

Major emphasis in the paper (about two- 
thirds) is placed on the most recent era with 
its many conflicting points of view. It is here 
that the author’s interpretations of facts will 
be questioned and his often unstated but 
implied orthodox economic assumptions chal- 
lenged. The conservative side of the con- 
servation controversy is presented in a more 
scholarly and understandable form than is 
ordinarily found. Controversy will center 
around the following seven points which may 
be found in the latter part of the article: 


1. Little concern need be felt over a nation-wide 
timber shortage or excessive depletion be- 
cause the Forest Survey has found that growth 
and depletion are nearly balanced in most 
forest regions outside the Pacific Northwest. 

. Public regulation of forest management may 
cause an overproduction of timber with serious 
market effects. 

. Owners of forest lands, large or small, are in- 
dividual proprietors who will respond to pub- 
licly offered inducements by voluntarily prac- 
ticing better forestry. 

. Public aids up to the present have been in- 

1A. D. Folweiler, “The Political Economy of Forest 


Conservation in the United States,” Journal of Land & Public 
Utility Economics, August 1944. 


sufficient to bring out cooperation from owners 
on desired improvements in this direction. 

5. An extension of public ownership uf forest 
lands should be limited mainly to low grade 
“protection areas” in which timber production 
is secondary to watershed protection. 

. The present tendency toward increasing direct 
public participation in economic matters by 
the federal government is a threat to American 
liberties and a trend toward fascism. 

. The role of government in social matters should 
be that of a mediator—not a conscious director 
of the social body. 


Admitting that the above are almost too 
brief a summation, this commentator feels 
that in essence they represent the substance of 
the author’s contentions most likely to result 
in disagreement. We have here, in forestry, 
a summation of many of the same conflicting 
viewpoints to be found in every other sphere 
of our political life today. Continued ex- 
ploitation of the resource as evidenced by the 
preponderance of clear-cutting on the large 
majority of private lands is shown as evi- 
dence of sociai maladjustments in need of 
remedial public action. The controversy 
centers around both the evidence of the 
seriousness of the problem (which Professor 
Folweiler doubts) and the methods to be 
adopted in correcting ,it. One group con- 
tends that mere improvement of the insti- 
tutional environment under which private 
forestry is to be practiced will insure better 
management. Another group feels that - 
public compulsion must be resorted to if 
satisfactory results are ever to be attained 
and that public aids to private owners and 
a large program of public land purchase for 
areas not suited to private forestry are all 
necessary elements of an adequate forestry 
policy. 

In his contention that the present or at 
least the prewar rate of forest depletion is 
insufficient to justify any federal controls, 
Folweiler cites the near balance of forest 
growth and drain in several regions as evi- 
dence of approaching sustained yield manage- 
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ment. This latter situation is often held by 
foresters as an ideal goal, so the situation 
would appear a happy one. But it is possible 
to have a very low level of sustained yield as 
well as a high one, and it is the former that is 
the situation in the regions cited by Professor 
Folweiler in his paper. According to Forest 
Survey statistics? the growth in the South and 
the Lake States (and according to the best 
data in other unsurveyed regions) production 
per acre is at a level far below even that 
possible under crude silviculture. Further- 
more, as the author mentions, the growth is 
largely on low-grade fast-growing species. 
The cut is taken from the cream of the stands. 

By virtue of the Panama Canal and the 
Forest reserves in the Northwest we still have 
adequate lumber in the East and Midwest. 
But the lack of a famine in these areas is no 
tribute to our laissez-faire forest policies with 
respect to private holdings. Severe shortages 
are already being felt in the war effort for 
lack of forest products even though every 
woodland is being combed for the last stick 
and log. Following this war we are certain 
to suffer a “famine” in Northern hardwoods 
which are nearly logged out, and there will 
be a smaller, volume of all species at the very 
time when housing demands will be large. 

The possibility of surplus timber products 
resulting from a system of enforced forestry is 
hardly cause for alarm at this early date. At 
best a surplus would develop only in the un- 
foreseeable future since it is not expected 
that regulation will give anything but crude 
silviculture. Intensive high production would 
still remain a matter of owner choice. 

But even if a surplus should develop, need 
it cause any alarm? Will not the potential 
demand existing in inadequate housing and 
in rural and urban slum clearance programs 
tax our growth capacity for many a year 
hence? And if we do arrive at that happy day 
of a surplus of really cheap forest products, 
cannot we store unused timber on the stump 
for a long time? Do we have to cut sub- 
marginal stands in inaccessible areas which 
have grown up naturally? 

_ An idea has grown up in forestry literature 
that forest owners are individual proprietors 
of much the same type as are farmers. Too 
often we forget that most of our nonfarm 
forest land rests largely in the hands of non- 
resident individuals and corporate owners 


2 Miscellaneous U. S. Forest Service Publications 
on Nationwide Forest Survey Results. 


whose original interest was speculation or 
short-term exploitation. Investigations by 
this reviewer in northwest Wisconsin? re- 
vealed that the very large majority of owners 
exercised almost no control over their lands, 
were uninterested in forestry, and were 
mainly anxious to sell out. In a greater or 
lesser degree this situation is true over much 
of the rest of the nation. How then has the 
myth grown up that forest owners will re- 
spond readily to public inducements? 

Perhaps it got started early in the present 
century when there was much ado about 
taxes and fires as the discouraging factors to 
would-be forest practitioners. Many states 
set about improving their protection systems 
and some set up special tax laws favoring 
forests yet the practices of forestry did not 
follow automatically. True enough, a few 
paper concerns in Wisconsin put lands under 
the Forest Crop Tax Law in that state and 
so did one lumber company out of several 
dozen; but the basic situation remained 
practically unaltered. But most of the 
thousands of owners of millions of acres 
willingly sold their lands at a dollar or two 
an acre to the federal government in forest 
purchase programs! Can long-term credit, 
forest insurance, and other inducement pro- 
grams bring about a large transition in 
forest practice where fire protection and 
special tax legislation have failed? 


Unfortunately, too few writers in forest 
economics have evaluated the place of forest 
investments in our economy; for if they had, 
the existence of continued forest liquidation 
would be more generally understood by 
foresters themselves, if not by laymen. The 
high regard which present-day investors 
place in quick capital turnover, low risk 
investment, rapidly-made profits on small 
investments, and high capital liquidity ob- 
viously leaves forestry in a very unfavorable 
position. Time preference enters in when one 
considers that forest investments are subject 
to long waiting periods, high fixed charges 
and such uninsurable risks as fire, insect 
and wind damage. Since forests can hardly 
be classified as a “good proposition” the 
pressure is all in the direction of liquidating 
to get out from under. Even though a few 
well-financed corporations with heavy plant 
and water-power investments have programs 


3C. H. Stoddard, Jr., “The Future of Private Forest 
Land Ownership in the Northern Lake States,” Journal 
of Land & Public Utility Economies, August 1942. 
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under which they are doing a commendable 
forest management job, one cannot generalize 
these instances into the belief that a trend 
toward “Tree Farming” is sweeping the 
nation. Few landholders are in a position to 
make plans for fifty-year rotations even if 
public cooperation is offered in considerable 
quantity. Ownership stability is still too 
uncertain to make long-term commitments. 
The ‘reliance which Professor Folweiler 
places on “public cooperation” does not 
seem any more justified than does his rele- 
gation of public ownership to so small a 
place in the national scheme. His position 
comes into conflict with those who see the 
need for more direct remedial action. These 
differences in opinion revolve around the 
question of the degree to which democratic 
government should participate in modern 
economic life. Shall government be neutral- 
ized in its old position as mediator and referee, 
or shall it take an active part in those matters 
of public concern with which short-term 
private interest is often at variance? In the 
case of forests, we already have learned one 
lesson in the results of mismanagement in the 
Lake States. This experience now requires of 
us that we use our intelligence in preventing a 
repetition in the Pacific Northwest. 


In his case against more direct govern- 
mental intervention, Folweiler raises the 
familiar issue that federal regulation of 
timber management is not only a threat to 
our basic civil liberties as guaranteed in the 
Bill of Rights but is in the direction of fascism 
and Nazism. Too few people who raise the 
question of civil liberty and economic free- 
dom ever attempt to make any distinction 
between the two, but consider them as 
synonymous. The subject needs a more 
thorough airing than this review can give it, 
but at least it should be made clear that, in 
large degree, the two are separate and distinct 
matters. Our basic political freedoms of 
speech, press, assembly, and representative 
government, which are guaranteed in the 
Constitution, have never been transferred 
bodily into the economic field which is 
dominated by corporations existing under 
chartered privileges given them by the in- 
dividual states. There is nothing in the Con- 
stitution to prevent the adoption of regula- 
tions over economic life by democratic 
Congressional process which do not conflict 
with our basic political freedom. Further- 
more, the 14th Amendment states that 


government shall not acquire property with- 
out due process of law. 

The various plans for federal regulation of 
timber-cutting have been adequately dis- 
sected in many previous articles, but ap- 
parently the author of the article in question 
has failed to notice that practically none of 
them provide for direct. federal control 
unless and until state control has been found 
inadequate. All bills presented to Congress 
on the subject provide for joint federal-state 
action with federal control only as a last 
resort. And it hardly seems fair to compare 
this sort of legislation with Nazi or Fascist 
methods, as the author does. Let us remem- 
ber that Germany and Italy regulated private 
forestry long before the advent of Hitler or 
Mussolini, and further recall that in such 
well run democratic countries as the Scan- 
dinavian nations, Switzerland and New 
Zealand, forest control has been established 
for a long time without threat to the demo- 
cratic process in those countries. 

One final point of forest political economy 
which no author has as yet touched in analyz- 
ing trends seems worthy of mentioning in this 
connection. Most foresters and lumbermen 
who in recent years have strongly resisted all 
efforts at public control of private cutting 
now have embraced state legislation as the 
“sound” way of settling the matter. Recog- 
nizing that some form of control was probably 
inevitable, prominent spokesmen have talked 
less in terms of regimentation as the issue 
and more in terms of “states rights.” Jeffer- 
son has of course been quoted freely in many 
profound papers, but too often it has been 
forgotten that Thomas Jefferson felt that the 
states were bulwarks for small freeholders 
against a federal government much gdomi- 
nated by the Hamiltonian big business‘group 
of that day. In the somewhat reversed 
situation of a reform federal administration 
in recent years the states are considered to 
be more pliable to the wishes of the business 
community. 

As a result of these developments, some 
states have enacted, and more are consider- 
ing, legislation regulating forests. These 
efforts are receiving the support of the lumber 
industry. Something new has been added. 
In many states the acts and bills provide for 
‘advisory committees,” composed chiefly of 


‘Charles A. Beard, Jefferson, Corporations and the 
Constitution (Washington: National Home Library Founda- 
tion, 1936). 
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forest industry representatives, which are to 
function as advisory bodies to the agency 
empowered with administration of the acts 
(especially state conservation departments). 
Labor, consumers and public representatives 
are usually excluded from participation in 
these somewhat exclusive groups. Ob- 
viously, the conservation agency empowered 
with enforcing regulations will be kept under 
the watchful eye of a group which has con- 
siderable power to bring to bear on over- 
zealous administrators. It should be noted 
that Professor Robert Brady® has found that 
the structure of the fascist corporate state 
in Germany, Italy and Japan developed 
from such apparently minor origins. Under 
this arrangement business actually does its 
own regulating through legal instruments 
under its control: It accepts public benefits 
on its own terms. 


5Robert A. Brady, Business as a System of Power 
(New York: Columbia University Press, 1943), 


One suspects that if Professor Folweiler is 
looking for fascist germs in modern forestry 
legislation he would do well to look into 
these state acts more thoroughly. Actually, 
as might be expected, these state statutes 
have resulted in practically no change in 
forest practices in the woods. (Some even 
say that they merely legalize clear-cutting.) 
Nor could they be expected to do differently 
when an industry advisory board is on hand 
to keep careful watch over their adminis- 
tration. Modification in the direction of 
securing a more democratic cross section of 
representatives on the boards and regula- 
tions strong enough really to promote better 
forestry would eliminate unhealthy trends 
and result in better practices. 

Cuar.es H. Stopparp 
Formerly Asseciate Agricultural 
Economist, Bureau of Agricutural 


Economics. At present in the 
U.S. Navy. 


Incremental Cost Pricing and Discriminatory Pricing 


PROFESSORS Troxel and Pegrum have 

again come to grips with the tricky in- 
cremental cost theory of pricing in a series of 
articles and comments in this ournal.} 
Both writers have removed the discussion 
from purely theoretical grounds into which 
it has so often and so disastrously fallen and 
on to the grounds of economic and political 
practicability. This is all to the good. 

However, neither writer has fully consid- 
ered the relationship between discriminatory 
pricing and incremental cost pricing, both of 
which may achieve the same desirable social 
objective of equating incremental or mar- 
ginal cost with demand price. Once this 
point is made clear much of the subsequent 
discussion becomes superfluous for it becomes 
apparent that utility management is already 
achieving that desirable social objective. — 

The theory of discriminatory pricing is 
now well established. Its applicability to 
=a 1 Emery Troxel, “Incremental Cost Determination 
of Utility Prices,” this Journal, November 1942, p. 458; 
February 1943, p. 28; August 1943, p. 292; February 1944, 
p. 60. D. F. Pegrum, “Incremental Cost Pricing: A Com- 
ment,” ibid., February 1944, p. 58. 

? Raymond T. Bye, “Composite Demand and Joint 
Supply in Relation to Public Utility Rates,” Quarierly 
Journal of Economics, November 1929, p. 40; Susumu Kobe, 
“A Criticism of Bye’s Theory of Public Utility Rate De- 
termination,” i:bid., August 1930, p. 706. 

* Alfred Marshall, Principles of. Economics, 8th ed. 


railroad ratemaking is well known although 
some of the theoretical questions were open 
enough to invite controversy as late as 1930.2 
Professor Glaeser set forth the principles in 
respect to public utility ratemaking in his 
Outlines of Public Utility Economics which 
was published in 1927. Joan Robinson has 
restated the theory in the terminology of 
imperfect competition in her Economics of 
Imperfect Competition. At least Professor 
Glaeser and perhaps some of the others 
from this group are fully aware of the public 
benefits of price discrimination which per- 
mits a utility to sell some of its output at 
marginal cost. 

On the other hand several economists 
have demonstrated the theory that from the 
social standpoint the output of decreasing 
cost industries should be carried to the point 
where marginal cost is equal to demand price. 
Included in this group are Marshall,’ 
Pigou,* Viner,’ Hotelling,® and Lerner.’ 
(New York: The Macmillan Co., 1936), pp. 467-475. 

4 Arthur Cecil Pigou, The Economics of Welfare (New 
York: The Macmillan Co., 1932). 

5**Cost Curves and Supply Curves,” Zeitschrift fiir 
National-Okononue, September 1931, p. 23. 

6 “The General Welfare in Relation to Problems of 
Taxation and of Railroad and Utility Rates,’ Econometrica, 
July 1938, p. 242. 

?“Statics and Dynamics in Socialist Economics,” 
Economic Journal, June 1937, p. 253. 
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These theorists assume a decreasing cost in- 
dustry charging but a single price at which 
demand is equal to marginal cost. Such a 
pricing system would produce not extor- 
tionate profits (as under price discrimination) 
but actual losses. But it is demonstrated that 
the losses to the industry would be more than 
offset by gains to the consumers. Hence it 
is argued that the industry should be sub- 
sidized by the amount of the loss for, even 
after the payment of the subsidy, society 
would be better off than if production were 
curtailed at the output where price covers 
average cost. This group approaches the 
problem from the standpoint of maximizing 
social net gain, i.e., maximizing the excess of 
consumers’ surplus over total cost. 

Although this group of writers generally 
drew their illustrations from the railroad and 
utility industries they failed to realize that 
the discriminatory pricing policies of these 
industries made their argument completely 
inapplicable. Professor Troxel in his argu- 
ment seems to waver between the concept 
of a one-price industry that should, but does 
not, price its product at marginal cost and 
that of a _ price-discriminating industry. 


Professor Troxel is of course fully aware of 
the fact that it is into the latter category 


that the railroad and utility industries 
must fall. In fact he has written a penetrat- 
ing and frequently cited article on the theory 
of utility ratemaking.* But the failure to 
recognize the joint implications of dis- 
criminatory pricing and maximizing social 
gains remains the reason for being for much of 
the discussion by these economists. 

Utility management extends additional 
service as long as incremental costs are less 
than the additional revenues obtained from 
the additional service without disturbing 
revenues already obtained from other classes 
of service. The result of this situation is that 
the average revenue curve is not the same 
as the demand curve but lies continuously 
above it. Assuming effective regulation, 
excess profits are reclaimed by commissions 
which will not permit utilities to charge all 
that the traffic will bear to the various custo- 
mer classes. It is then not the average revenue 
arising from a single price, as Lerner, 
Hotelling and (apparently) Professor Troxel 


8C, E. Troxel, “Class Prices for Gas and Electricity,” 
American Economic Review, June 1938, p. 275. 

9E. W. Clemens, ‘‘Price Discrimination in Decreas- 
ing Cost Industries,” American Economic Review, December 
1941, p. 794. 


assume, which is equated to average cost, 
but rather the average revenue arising from a 
series of prices. In another article the writer 
has demonstrated that under these conditions 
the theoretical advantages to society of a 
discriminatory pricing system are the same 
as those from a subsidized industry pricing 
its product at marginal cost.° 

It is important to grasp the significance of 
the two forms of price discrimination prac- 
ticed by the utility and railroad industries. 
First, the firm or industry may segregate its 
customers into classes and set up a differ- 
ential pricing system by which those cus- 
tomers with the more intense demand, or the 
least elastic demand, will be charged more 
than those customers with the less intense or 
more elastic demand. This is the basic as- 
sumption of Joan Robinson’s treatment of 
price discrimination.!° 

Second, the firm or industry may practice 
price discrimination within customer classes 
and in respect to sales to a single customer. 
Thus, an individual customer may purchase, 
for example, 40 kilowatt-hours of electricity at 
4 cents per kilowatt-hour and an additional 
amount at 2 cents per kilowatt-hour. Rate 
schedules of this nature are available to 
practically all customer classes. The two- 
cent rate is the incremental cost rate. It is 
by this means that the utility extends the 
opportunity to all customers to purchase at 
incremental cost. Output is thereby ex- 
tended to the point where incremental cost 
is equal to demand price. 

Joan Robinson’s argument does not apply 
to the utility industries for it does not con- 
sider the second type of discrimination. 
However, even if utilities practiced only the 
first type of discrimination it is probable 
that, under regulation, output would be 
extended to the optimum point defined by 
Professor Troxel. As he has pointed out, 
commissions (or utilities) may have a great 
deal of latitude in determining how rate 
reductions are to be allocated and they might 
well be allocated so as to extend consumption 
as much as possible. The present writer 
has also discussed some of the principles 
that have guided the Wisconsin Commission 
in this same problem in a previous article 
in this Fournal.¥ 


10Joan Robinson, Economics of Imperfect Competition 
(London: The Macmillan Co., 1934), chapters xv, xvi. 

11E, W. Clemens, “‘Ratemaking Policies and Prac- 
tices of the Wisconsin Public Service Commission,”’ this 
Journal, August 1944, pp. 223-237. 
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The Robinson analysis, as presented, does 
not indicate that output will be extended 
to the optimum point.!2 This is because 
Mrs. Robinson assumes a customer classi- 
fication based on elasticity of demand rather 
than on demand price. However, if it is 
assumed that that output which can be sold 
only at a low price (approximating incre- 
mental cost) can be segregated and charged 
for at incremental cost, it becomes entirely 
possible to extend output to the point where 
incremental costs are equal to demand price. 
This is done at no loss to the utility since 
the overhead costs are recovered from custo- 
mers with a more intense demand. Further- 
more, the social benefits will be exactly the 
same. 

It is entirely possible that many customers 
are now receiving service at Jess than incre- 
mental cost under a discriminatory pricing 
system.!* The losses incident to such service 
are borne by other classes of ratepayers, or 
by other units of service in that prices are 
not reduced to the fullest extent that they 
might be if output were extended only to the 
optimum point. 

Professor Troxel is obviously right when 
he points out that accounting systems do not 
facilitate the determination of incremental 
costs.'4 Much of the lack of correlation be- 
tween business practice and economic theory 
can be attributed to this fact. But it is not an 
insuperable obstacle to incremental cost 
pricing by price discrimination. Manage- 
ment, either private or public, starts with the 
existing plant and estimates the increase in 
costs involved in an increase in output. If 
the additional revenue will return these 
costs and the investment in a sufficiently 
short period of time, output will be increased. 
The decision will be made primarily on the 
basis of engineering and sales considerations. 
Accounting data will be supplementary. The 
procedure is a common one in manage- 
ment. 

Nor is the problem of equating long- and 
short-run marginal costs an insuperable one. 
Professor Lerner originally pointed out that 
the optimum plant was the one at which 
short- and long-run marginal costs were 
equal to each other and to demand price.'® 


12 Joan Robinson, op. cit. She does, however, con- 
sider the case of perfect discrimination which is productive 
of somewhat the same results, cf. n. 3 page 188. 


18For example, rural and municipal street lighting 


I have tried, in another article, to point out 
that this is entirely a practicable concept.'6 
Consider the problem faced by utility 
management in deciding whether to expand 
output. Output can be increased in two 
ways. The existing plant can be utilized 
to a greater extent. In this event operating 
expenses (short-run marginal costs) will be 
the relevant data. On the other hand the 
plant may be expanded, in which case 
total costs (long-run marginal costs) will 
be the relevant data. Management will 
adopt the method that involves the lowest 
incremental cost, either long- or short-run, 
provided that the incremental cost is less 
than demand price. Hence, long- and short- 
run marginal costs and demand price tend 
to equality. Such decisions are also among 
the common ones of management. 


Professor Pegrum has done a great service 
in emphasizing the other and equally im- 
portant aspect of the problem, notably the 
nature of the tax structure by which the 
proposed subsidies will be recovered. The de- 
termination of public policy depends as much 
upon the incidence of the taxes as it does upon 
the incidence of the rates. And it must be 
pointed out that the tax policy referred to by 
Professor Pegrum as “plucking the. goose 
that squawks the least” is discriminatory 
pricing, analogous in all important respects 
to the discriminatory pricing policies of 
railroads and utilities. It is assumed that 
Professor Pegrum would be in agreement 
with this writer on the proposition that a 
discriminatory rate structure of either a 
public or private utility which taxes certain 


.users of utility service in order to extend 


output to the optimum point without sub- 
sidy is more desirable than a tax structure 
which rests, with or without discrimination, 
on the general public. 


This writer would view the stated public 
policy of making the TVA self-supporting 
as soon as possible to be perfectly sound. 
The objective can be achieved by discrimina- 
tory pricing which in no way precludes the 
attainment of the objectives of incremental 
cost pricing under a one-price system. _ 


service, water for fire protection service, certain kinds of 
gas service and certain railroad service. 


\ This Journal, February 1943, pp. 28-29. - 
15 Op. cit., footnote 7. 
16 Op. cit., footnote 9. 
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In conclusion it may be said that Professor 
Troxel is perfectly right in inferring that a 
one-price incremental cost pricing system is 
impracticable. The practical political and 
economic obstacles are almost insuperable. 
Moreover, the scheme is unnecessary since the 


same objective is achieved by discriminatory 
pricing. 

E. W. CLEMENS 
Professor of Economics, 
College of Business and Public Administration, 
University of Maryland 


Reflections on Farm Valuation 


« A FARM is worth whatever it will sell for’ 

to the man who has a farm to sell. To 
any particular prospective buyer, however, 
it may be worth more or less depending 
upon whether he is considering the farm as a 
means of diversifying his holdings as a home, 
or as an income-producing business. 

How can a person, as a buyer, go about to 
gauge, or determine, the worth of a farm to 
himself? Is there any method of arriving at 
a price beyond which he should not go in 
buying a farm? The answer to this question 
is not short. Neither is it simple. Farms are 
valued for different purposes and one may 
well pay different prices for identical farms— 
depending upon his reasons for wanting to 
buy farms. 

‘Fhere are three reasons commonly given 
for the desire to own land. One of these 
reasons is given so frequently that it is looked 
upon by many as the only reason for owning 
a farm. The other two reasons, although 
quite frequently given, are not so commonly 
recognized even though the value for these 
purposes may set the level of farm land values 
of acommunity. 

The more usual reason for wanting to buy 
a farm is to have a source of income. It is an 
income-producing investment. The method 
of arriving at the value of a farm for this 
purpose, however, may be entirely different 
from that used in determining its value as a 
home, or its value as a piece of property held 
as one of several pieces of capital goods in an 
investment portfolio. 

First let us suppose that a farm is to be 
valued as one of several purchases made in 
order to diversify holdings. The usual in- 
vestment portfolio holds stocks and bonds. 
At the present time much concern is being 
expressed by many holders of these stocks 
and bonds as to the desirability of owning a 
farm as a part of their securities. One man 
states he wants to buy a farm simply to 
diversify his holdings. Another states that he 
wants to use the farm as a hedge against 
possible inflation, while a third insists he 


wants some piece of property “which will 
be there no matter what happens.” 

People of this type who buy farms are 
buying them primarily because they are 
looking for what they consider to be a less 
risky place to put some of their capital, or 
they are looking for a different type of risk 
than they now carry. Their primary interest 
is not so much in the current income from 
the farm as in the security of the investment. 
The farm is regarded as a tangible, physical 
piece of property that will not run away, 
fade or disappear. It will be there whether 
prices rise or fall, whether the dollar be- 
comes worth half as much as at the present 
time or twice as much, or whether business 
skyrockets or touches new bottoms. It is 
this feeling of security in the ownership of 
something that can be seen and ridden over 
and which will not disappear that makes a 
farm rank high as an attractive holding in 
some investment portfolios at the present 
time. 

What is a farm worth to this buyer? If he 
is told that the farm which he considers, pay- 
ing $40,000 for will not return more than 1 
or 2% on this amount of money, he will 
answer that he is not unduly alarmed at that 
small return because, and so long as, the 
original investment is intact. His gauge of 
values is based practically altogether upon 
the worst that may happen to other invest- 
ments. He visions a stoppage of wartime 
demands, excessive labor and raw material 
costs, changed consumer demands or ex- 
cessive taxes which may cause otherwise 
prosperous industries to become only nominal 
income-producers. In this situation, any 
stock may be greatly reduced in value or 
may become almost worthless. In these 
circumstances, what can a man afford to 
pay for a piece of physical property that will 
have a back-stop of value just because it is 
a piece of the earth that cannot be replaced. 
and is not easily or readily dissipated? 

I submit that there is no one method of 
determining what a farm is worth to this 
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type of investor. If he envisions a loss of 
one-half the market value of his present 
assets as a future possibility, he may be 
willing to pay more for a productive piece of 
land than any farmer who has to depend 
upon the income of the farm for his living 
could afford to pay. 

At the extreme, he may even be looking 
forward to a time similar to, or worse than, 
that experienced in the early thirties when 
the most dependable of stocks were almost 
given away. In this situation, he may feel 
that good farm land will still produce food 
which represents some security in an ele- 
mental sort of way. To an investor whose 
thinking takes this extreme turn, any con- 
veniently located, productive farm may 
represent a value far in excess of its income- 
producing possibilities. 

The second type of farm buyer is the man 
who wants the farm as a home. To him the 
farm is in reality a combination of a home 
and a source of income. Of course, he hopes 
to reduce his costs of living by making the 
farm carry a part of the household and family 
costs. In this instance the value of the farm 
is determined primarily by the costs of 
establishing a home which, together with 
the satisfactions it affords the household, is 
to be compared with costs and satisfactions 
in the city or town from which the buyer is 
moving. Farm income is only of secondary 
consideration. In such circumstances in- 
tangible and immeasurable factors may bulk 
large or may be almost wanting in arriving 
at the value of the farm. The larger they 
bulk in any situation the more the value of 
the farm becomes purely a personal and in- 
dividual matter which no one other than the 
buyer himself can determine; and the smaller 
these home values become in the mind of the 
buyer the greater is the emphasis upon the 
income-producing ability of the farm. 

A large majority of farm buyers, however, 
are interested primarily if not almost alto- 
gether in making a living from the farm. Of 
course, they are interested in the security of 
their investment. They are also concerned 
with the farm as a home. Is the neighbor- 
hood a fine neighborhood, is there a desirable 
spiritual atmosphere here, are schools of 
high quality, are churches or other com- 
munity centers available for social, religious 
and business gatherings? Is it far to a trading 
point and are there all-weather roads or is 
one limited to fair-weather driving? The 


right answers to these questions help make 
the farm home a desirable place in which to 
live. One series of dollars-and-cents values 
cannot be put on these factors because here 
again individual buyers vary so much in the 
relative importance which they place on the 
different items which go into the make-up of 
a farm community. 

The considerations necessary to determine 
the income-producing capacity of a farm are 
also quite varied, yet by and large they are 
the most important of all factors making for 
farm values. 

How does one go about it to determine the 
value of a farm as an income-producing in- 
vestment? What are the more obvious items 
to be kept in mind? 

Probably the first thing to be kept in 
mind is that the turnover of farm capital is 
relatively slow. It takes around 3 to 4 years 
for the usual farmer to sell enough produce 
from the farm to equal the purchase price 
of the real estate alone and around 5 to 6 
years to sell enough to equal the total farm 
investment. Thus the gross turnover of the 
farm value is slow, and it ordinarily takes 
all the net farm returns over a long series of 
years to pay for a farm. 

A second consideration may well be the 
volume of business the farm will support. 
It is usually easier to pay out, on a Wiscon- 
sin dairy farm for example, if it has at least 
80 to 100 acres of crops than on one with 
only 40 to 50 acres. Stated another way, a 
small farm is worth less per acre as an in- 
come-producing unit (but not necessarily as 
a home) than a medium-sized or a large 
farm. The reason for this is that before there 
is any debt-paying capacity on a farm it 
must produce enough income not only to 
pay the operating expenses and _ interest 
charges but also to meet the living costs of 
the farm family. And since the families on 
small farms are just as large as the families 
on larger farms, it means that the per acre 
costs of maintaining a family are usually 
twice as large on a farm with 50 acres of 
crops as on one with 100 acres. 

The gross income of a farm is usually de- 
pendent primarily upon its crop-production 
possibilities. A farm which will produce 
high yields, and especially one which can 
grow good yields of such crops as alfalfa 
and corn, is worth much more than a farm 
which will produce only fair yields, or will 
produce only small grains or non-legume 
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hay to advantage. This point is too fre- 
quently overlooked in buying a farm. The 
land may “lie well,’ that is, it may be level 
to rolling land, yet it may not produce great 
amounts of feed or other crops. And, if a 
farmer has to buy most of his feed, he may 
almost as well not have a farm. He becomes 
a manufacturer of farm products rather than 
a farmer. 

The old saying that “‘you can’t tell how 
many hams there am in the smoke house by 
feeling the roof” applies equally well in 
buying farm land. A soil auger is a necessary 
part of any man’s equipment if he is going to 
know much about the ability of the land to 
produce crops. And he must know how to 
use a soil auger as well as how to interpret 
what he sees. The prospective buyer should 
know not only what the surface soil looks 
like, but he should also know how deep the 
soil extends and just what kind of subsoil the 
roots of the plants must work in to extract 
the nutrients necessary for plant-growth. 

Another important factor to keep in mind 
in buying a livestock farm is the size and 
condition of the farm buildings. It has fre- 
quently been said that a coat of fresh paint 
has sold more farms than any other one item 
making for a good farm setup. Everyone likes 
to see the buildings of a farmstead in good 
shape and freshly painted. A new coat, of 
paint, however, may draw attention away 
from many shortcomings or inadequacies of 
buildings. Neither livestock nor the farmer’s 
family will do well in buildings where the 
occupants cannot keep dry and free from 
draughts. Newly painted buildings are no 
insurance against dampness and draughts. 

The buildings should be gone over by 
someone who knows construction to be sure 
that every necessary building of the farm- 
stead is well constructed. When repairs on 
buildings must be made to put them in good 
shape this estimate should be made and 
added to the cash purchase price of the 
farm to get the total cost of the farm. This 


estimate should be made preferably by a 
contractor or by someone versed in construc- 
tion costs. 

While this is being done, the buildings 
should also be carefully gone over to de- 
termine their adequacy. It is surprising how 
frequently the larger farms are underbuilt. 
Where this is the case, the first cost of the 
farm is not the only cost for the prospective 
buyer to consider. He must add to this the 
costs of new buildings necessary to accommo- 
date all crops and livestock which the farm 
will support. 

Finally, it should be remembered that good 
crop production, high-producing livestock 
and an efficient farm operator are worth less 
if prices are low than when prices are higher. 
A farm should be bought at such a price that 
it will make money when prices of farm prod- 
ucts are running along at nearly normal 
levels. At the present time, farm prices are at 
most satisfactory levels. They are higher 
than they should be expected to remain for 
more than a relatively few years. If a farm 
is bought with the expectation that prices 
will be at these levels until the farm earns 
enough money to pay for itself, the buyer 
will doubtlessly be disappointed. If, how- 
ever, the prospective buyer is contemplating 
a drop in farm prices before the farm is com- 
pletely paid for, the price he will pay will be 
considerably less than if he anticipated a 
continuation of farm prices at current levels. 

All these considerations go into gauging the 
value of a farm, and it is only when due con- 
sideration is given to each that a prospective 
buyer can be said to have bought his farm 
“with his eyes open.” By and large, the 
problems of farm land valuation are not 
reducible to any cut-and-dried formulation. 
They involve a wide range of elements; and 
not the least of these is the nature of the 
buyer’s intentions. 


P. E. McNaLL 
University of Wisconsin 


Land Settlement Proposals for Veterans—World 
Wars I and II 


OLLOWING World War I there were 
numerous proposals for federal and state 
aid to veterans in land settlement. None of 
the federal plans was enacted but several 


states did provide for such assistance. Various 
land settlement proposals, likewise, have been 
made for World War II veterans and federal 
assistance in purchase of farms has been 
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enacted as a provision in the Servicemen’s 
Readjustment Act, Public Law 346, popu- 
larly known as “G. I. Bill of Rights.” 


National Soldier Settlement Pian of 1919 


One of the first pubiic expressions of need 
for assistance to World War I veterans was 
made in 1919 when the National Soldier 
Settlement Bill! was presented for Congres- 
sional approval. It called for an appropria- 
tion of $100,000,000 for carrying out the 
provisions of the plan. 

The underlying principle of this plan was 
to provide farms for those veterans who de- 
sired them, such farms to be made available 
by the Department of Interior as the result 
of clearing, draining, irrigating, or fertilizing 
areas in the various states. Each project 
was to be a complete community containing 
no fewer than one hundred farm units of 
adequate size. In addition, provisions were 
to be made for the establishment of a number 
of small units on each project for farm 
workers. Communities and community 
facilities, patterned after the Mormon com- 
munity settlements, were to be established 
where settlers could live in communities 
and farm the land in the surrounding area. 
Farms were to be fully developed and build- 
ings provided before units were released for 
sale. Project managers and agricultural 
specialists were to be provided for each proj- 
ect. Veterans were to have prior rights in 
acquiring farms or workers’ units. They were 
to be employed in development work wher- 
ever possible and were to be paid current 
wages. 

Acquisition of the units was to be either by 
purchase in full at the time of occupancy, or 
by installment purchase. Payments were to 
be amortized over a maximum period of 40 
years at 4 per cent interest. The down pay- 
ment was tc be not less than 5 per cent of the 
total value of the unit, value to be the unit’s 
proportionate share of the total project cost. 
All costs, including land, reclamation, ad- 
ministration and interest costs, were to be 
charged to the project. In addition, provi- 
sions were made for short-term loans for the 
purchase of livestock or equipment. In 
short, nothing was to be given to the veterans 
other than an opportunity for immediate 
employment, credit, and a chance to acquire 
a farm unit. 


1 National Soldier Settlement Act, H. R. 216, 66th Cong., 
1st sess. ; 


During hearings before various Congres- 
sional committees, opposition to the terms 
and provisions of the impending bill de- 
veloped.2, Some maintained that the bill 
was discriminatory in that it proposed ‘to 
help only those veterans who wanted farms. 
Others pointed out that by the time all con- 
structién and administration costs of each 
project had been accumulated into the final 
purchase price of the individual farm and 
workers’ units, prices would exceed those of 
better farms in established farming areas 
where success had been proved by experience, 
and where market outlets were already 
established. Also there was no demonstrated 
need for a nation-wide program to bring 
undeveloped land into production in competi- 
tion with existing cropland. 


The helpfulness of this plan was questioned 
inasmuch as many of the veterans would be 
without funds and would have to work from 
four to five years on project development 
before they could accumulate the necessary 
5 per cent down payment. Failing to do this 
they would lose all rights to the units. 
Further, the bill was based on the assumption 
that large numbers of men would be unem- 
ployed and would need work at the end of the 
war. Actually, unemployment did not be- 
come serious. Employment opportunities 
after the war were reasonably plentiful. 
Therefore, one of the principal objectives 
of the bill—that of providing employment— 
lost much of its significance before final 
efforts were launched to pass the bill. 


World War Adjusted Compensation 
Proposal of 19208 


This was an attempt to alter and supple- 
ment the original land settlement plan in such 
a way as to conciliate the opposition. To 
meet the objection that the original plan 
helped only those soldiers who desired to 
farm, the new bill proposed to make an out- 
right gift of money or its equivalent to all 
qualified veterans. The grant was to be at 
the rate of $1.00 a day for home military 
service with a maximum of $500, and $1.25 
a day for foreign service with a maximum 
of $625. Each veteran was to be given the 
choice of receiving his adjusted service pay 
(1) in cash; (2) in adjusted service certificates 
which would increase the original by 40 


2 Views of the Minority Members cf the Public Lands 
Committee on H. R. 487, August 1, 1919, pp. 15-17. 
3H. R. 14157, 66th Cong., 2nd sess., May 20, 1920. 
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per cent and draw 414 per cent interest over 
a 20-year period; (3) vocational training aid 
which would increase the original sum by 40 
per cent and provide an annuity in the 
amount of $1.75 for each day spent in at- 
tendance at an approved vocational train- 
ing school; (4) farm- or home-aid which 
would increase the original sum by 40 per 
cent when used for the purchase of or im- 
provements to a farm or home; or (5) land 
settlement aid. 

Provisions of the land settlement aid were 
similar to the original plan with two notable 
exceptions which were designed to secure the 
support of the opponents of the first bill. 
To reduce the cost of the farm units the ad- 
ministrative, general office, and general 
supervision expenses were not to be charge- 
able to the project. To assist the veteran with- 
out funds the adjusted service pay would be 
considered as the first down payment, or it 
would be subtracted from the purchase price 


if the property were paid for in full at the © 


time of occupancy. 


Amplification of the Reclamation Act of 1902 


Another plan to aid veterans through pro- 
viding agricultural opportunities was one 
proposing to increase the scope of the Re- 


clamation Act of 1902 and other subsequent 
acts. This plan had been introduced in 
several earlier sessions of Congress5 and was 
revised and reintroduced to gain support 
through its inclusion of additional provisions 
to assist returning veterans. In general, the 
bill proposed to accelerate land reclamation 
activities by two means: first, by extending 
the provisions of the Reclamation Act to 
include land in any state rather than limit- 
ing it to the seventeen western states as 
specified in the original Act and subsequent 
amendments; and second, by increasing the 
fund available for construction purposes. 
The bill proposed a system of financing for 
reclamation projects whereby the cost of 
each project would be borne by the investing 
public rather than by the taxpayer. Each 
project was to be organized into a legal 
district with the power to issue bonds equal 
in amount to the construction cost. These 
bonds were to be deposited with the Federal 
Farm Loan Board to be used as collateral 


*S. 3254, 67th Cong., 2nd sess.; H. R. 4382, 67th 
Cong., 2nd sess. 

5H. R. 10547, 65th Cong., 2nd sess.; S. 758, 65th 
Cong., 2nd sess.; H. R. 7634, 66th Cong., 1st sess.; H. R. 
12649, 66th Cong., 2na sess. 


security for issues of United States collateral 
bonds. Such collateral bonds were not to be 
issued nor sold until the land was fully de- 
veloped and settled, and they had a value 
equal to twice the face value of the district 
bonds. Proceeds from the sale of the collateral 
bonds were to be placed to the credit of the 
reclamation fund for the financing of other 
reclamation projects. The districts were to 
amortize their bonds over a long period of 
time by taxing the land involved. 

Honorably discharged veterans were to 
be aided through this proposal by being 
given work preference in project construc- 
tion, and by being allowed a sixty-day period 
in which they would have a preferred right 
of entry or purchase of any lands in the 
district except those against which prior 
valid settlement rights existed. At the 
expiration of the sixty-day period, the land 
was to be opened for general disposal. 

The World War Farm and Home Build- 
ing Proposal of 1920° represented another 
attempt of those favoring the amplification 
of the Reclamation Act of 1902 to gain sup- 
port by combining their original bill with the 
principal provisions of the National Soldier 
Settlement Plan. In addition, provisions 
were made for loans to World War I veterans 
for the purchase of farms or homes selected 
by them. Individual loans were not to exceed 
$3,000 nor 50 per cent of the security value, 
and were to be for long terms at low interest 
rate. 


Related State Land Settlement Legislation 


In seven of the thirteen states that enacted 
legislation enabling the establishment of 
farms for veterans, legislation was dependent 
upon cooperation with the federal govern- 
ment in financing the projects.’? Since no 
settlement legislation as such was passed by 
Congress, actual experiments in creating new 
farms (either by establishing colonies or by 
infiltration) were made only in the states of 
California, Washington, South Dakota, Ari- 
zona, Minnesota and Oregon. These experi- 
ments differed in detail but were similar in 
objectives and accomplishments—each failed 
to accomplish satisfactorily the ends con- 
templated. Various conditions were respon- 
sible for the general failure of these projects, 
including poor land and particularly the de- 


6S. 4372, 66th Cong., 2nd sess., May 11, 1920. 
» ™W. A. Hartman, State Land-Settlement Problems and 
Policies in the United States, U. S. Dept. Agr. Tech. Bul. 357, 
May 1933, p. 35. 
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cline of the price level for agricultural 
products which created generally depressed 
agricultural conditions shortly after the proj- 
ects were established. 


Other Proposed Veteran Aids of World War I 


Other proposed aids to the veterans* may 
be grouped into the following six general 
classes: 

(1) One type proposed cash gifts for all 
veterans of World War I. These varied from 
$300 to $5,000 and would have required of 
from $1,200,000,000 to $20,000,000,000 to 
finance. 

(2) Various individual farm loan plans 
were proposed, all based on the infiltration 
plan of individual settlement on scattered 
farms. Proposed loans ranged from $4,000 
on 100 per cent of the value of the security 
to $10,000 on variable valuation bases. Such 
proposals would have necessitated appropria- 
tions of from $16,000,000,000 to $40,000,- 
000,000. 

(3) Loans of $2,500 for the acquisition of 
either a farm or a home in a city or town were 
proposed. Unanimous acceptance of this 
proposal would have called for an appropria- 
tion of some $10,000,000,000. 

(4) Other proposals would have authorized 
loans to finance the veteran in any line of 
business. Amounts were variable but could 
be as high as 100 per cent of the value of the 
property or business acquired. 

(5) One proposal would have appropriated 
$500,000,000 to be apportioned among the 
various states to use in any way they con- 
sidered best for the veterans’ welfare. 

(6) Still other proposals would have left 
veteran settlement entirely to private capital 
to finance, with helpful cooperation on the 
part of the government in safeguarding any 
proposition for investors and settlers. 


World War II Land Settlement Proposals 


The Servicemen’s Readjustment Act of 
1944,® popularly called the “G. I. Bill of 
Rights,” provides federal assistance in the 
purchase and equipment of farms. Provision 
is made for the guarantee of a portion of 
loans to eligible veterans which may not 
exceed 50 per cent of the total loan, and may 
not exceed $2000. Interest is paid for one 
year by the Veterans’ Administration on the 


8H. R. Report No. 216, 66th Cong., 1st sess., p. 2. 
» Public Act of June 22, 1944, No. 346 (78th Cong.)° 
10 Jbid., sec. 502. 

1H. R. 3023, June 22, 1943. 


guaranteed part of the loan. Repayment 
terms are to be prescribed by the Adminis- 
tration, but the period of the loan may not 
exceed 20 years and the interest rate is 
limited to 4 per cent. Loans guaranteed may 
be for“ . . purchasing any land, build- 
ings, livestock, equipment, machinery or 
implements, or in repairing, altering, or 
improving any buildings or equipment to be 
used in farming operations conducted by the 
applicant.”!° The purchase price of the 
property may not exceed its appraised normal 
value, and the veteran’s~training and ex- 
perience must be such that he has a reason- 
able likelihood of successful operation. The 
Act also authorizes the veteran’s eligibility 
to the provisions of the Bankhead-Jones Farm 
Tenant Act to the same extent as if he were a 
farm tenant. 

Two bills propose solely farm aid to 
veterans. One would create a Veterans’ 
Farm Mortgage Insurance Fund of $500,- 
000,000 to provide aid to veterans of any 
war in purchasing or refinancing their 
farms through government insured loans.!! 
The other would give servicemen the pref-. 
erence for entry on public lands irrigated 
or reclaimed by the U. S. Bureau of Re- 
clamation.!2 A similar but more generous 
plan was proposed as an addition to the 
*‘Servicemen’s Readjustment Act of 1944” 
but was not included in the final Act. In 
addition to being granted preference, it was 
proposed that the first two years’ charge 
would be paid by the United States for the 
ex-service entrymen. Thereafter, the United 
States would pay into the repayment fund 
an amount equal to that paid by the ex- 
service entryman. The veteran, as a condi- 
tion to being granted preference, must be 
able to pay one-half of the yearly charges, 
which include construction costs and interest 
at 3 per cent amortized over the legal period." 

Four bills, designed primarily to provide 
adjusted compensation based on the length 
and type of service by issuance of bonds or 
service certificates, also provide farm pur- 
chase or improvement aids.'* In these bills 
immediate redemption of the bonds or 
certificates is stipulated when the funds are 


12H. R. 3179, July 8, 1943. 

13 Hearings before The Committee on World War 
Veterans’ Legislation, House of Representatives, on H. R. 
3917 and S. 1767, 78th Cong., 2nd sess. 

14H. R. 4088, January 28, 1944; S. 1646, January 14, 
1944; H. R. 6897, April 2, 1942 and S. 1495, October 29, 
1943; H. R. 4256, February 23, 1944. 
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to be used for purchase or improvement of 
farms. 

The Central Valley Soldier Settlement Bill 
proposes to give the qualified veterans of 
World War II a preferred right of purchase 
and settlement on available lands in the 
Central Valley Project in California.'® These 
preferred rights are extended for 20 years 
and comprise a 90-day period during which 
applications for the purchase of tracts may 
be accepted only from qualified veterans. 
The bill also directs the Veterans’ Adminis- 
tration and other federal veterans’ agencies 
to apprise the veterans of settlement op- 
portunities on project lands; to loan, to en- 
courage banks to loan, and to insure repay- 
ment of loans to qualified veterans for land 
purchases and farm development purposes; 
and to render other assistance. 


Significant Differences 


Significant differences between current 
proposals for veteran settlement and those 
following World War I include less emphasis 
on a combination of settlement assistance 
with land reclamation and development, and 


18 Senate Bill 1948, May 23, 1944, and H. R. 4947, 
June 3, 1944. 


greater emphasis on individual rather than 
on group settlement assistance. Absence of 
recommendations for specific land reclama- 
tion projects for war veterans does not mean 
that reclamation may not provide opportuni- 
ties for veteran settlement. It is probably 
more a result of recognition that land 
reclamation and settlement aid to veterans 
are two different things, which may be, but 
are not necessarily related. The unfavorable 
experiences with state soldier settlement pro- 
jects are remembered apparently; and there 
seems to be no desire to repeat them. The 
trend appears to be toward the individual 
type of land settlement assistance, such as 
that provided in the relatively successful 
farm-ownership program under the Bank- 
head-Jones Farm Tenant Act and through 
government-insured loans. The more recent 
proposals emphasize over-all veteran re- 
habilitation, with farm purchase or settle- 
ment as an incidental aid, and would place 
major administrative responsibilities in the 
Veterans’ Administration and the individual 
states. 
Donatp T. GaiFFITH 


Bureau of Agricultural Economics, 
U. S. Department of Agriculture 


Public Utility Financing in the Fourth Quarter 
of 1944 and a Summary of the Year 1944 


to yield 2.72%. The weighted average yield 
for all issues was 2.79%. 
Underwriters’ commissions averaged 1.03% 


Part I. Fourth Quarter Financing 


TOTAL public utility security offerings in 

the fourth quarter of 1944 amounted to 
$759 millions. This was the largest total of 
any quarter in the last eight years. Most of 
the issues were floated in October and No- 
vember because December was devoted to 
the sale of the Sixth War Loan bonds. 


Long-Term Debt Financing. Table I shows 
the detail of the long-term debt issues sold 
publicly in the fourth quarter of 1944. There 
were 11 issues totaling $594 millions, the 
largest being the $155,000,000 issue of the 
Commonwealth Edison Company’s first mort- 
gage Series L 3’s of 1977, which were sold 
at 104.25% of par to yield 2.80%. The 
lowest offering yield in this quarter for pub- 
licly sold issues was reported for the $65,000,- 
000 issue of the Philadelphia Electric Com- 
pany’s first, and refunding mortgage 23;’s 
of 1977, which were sold at 100.50% of par 


and incidental expenses, .44%. These 
averages are similar to those of previous 
quarters in 1944. Incidental expenses were 
unusually low but this is due to the relatively 
large size of the issues floated in this quarter. 

The long-term debt issues offered privately 
are shown in Table II. There were 7 issues 
totaling $145 millions. The largest was the 
$100,000,000 issue of the United Gas Cor- 
poration’s 1st mortgage and collateral trust 
3’s due in 1962, which were priced at 100% 
of par to yield 3%. The $25,000,000 issue 
of the Commonwealth Edison Company’s 
1st mortgage 3’s of 1977 is listed at the public 
offering price. These bonds are a portion of 
the $180,000,000 Series L Issue of which 
amount $155 millions were sold publicly and 
the balance were exchanged with certain 
insurance companies for an equal amount of 
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Series K bonds bearing the same interest 
rate, without interest adjustment, discount 
or commissions. The weighted average yield 
for privately offered long-term bonds, ex- 
cluding issues for which no price data were 
available, was 2.96%. 


Other Utility Financing. An analysis of the 
preferred stock issues offered in the fourth 
quarter is shown in Table III. There were 
3 issues totaling $17 millions floated in this 
quarter. The Metropolitan Edison issue was 
noteworthy because the dividend rate 
(3.90%) was less than 4% and the offering 
yield only 3.80%. 


One serial issue was offered in this quarter. 
It was the $8,000,000 issue of the Northern 
Indiana Public Service Company’s Serial 
214% notes due $250,000 per quarter for 
eight years and sold privately. The price 
was not available. A common stock issue 
was also floated in the fourth quarter. The 
Mutual Telephone Company, 
offered 100,000 shares of capital stock at 
$10 per share. The stock was offered for 
subscription to holders of existing capital 
stock. 


Part II. Summary of the Year 1944 


Table IV shows the volume of public 
utility financing by quarters from 1937 to 
date. Data for the year 1936 are tabulated 
in the February 1943 issue of the Journal. 
Total offerings in 1944 were slightly more 
than three times as large as in 1943. The 
total of $1,324 millions was about equal to 
the average for the years 1938 to 1941, in- 
clusive. Increases over 1943 occurred in 
every class of public utility financing. The 
lowest point in the volume of financing in 
recent years was reached in the first quarter 
of 1943 and since that quarter there has been 
a gradual increase in volume which resulted 
in bringing the 1944 total back to the prewar 
level. 


Publicly offered long-term bonds totaled 
$954 millions, the largest quarterly amount 
since 1936. Privately offered long-term bonds 
totaled $240 millions as compared with $33 
millions in 1943 and $185 millions in 1942. 
The volume of privately offered long-term 
bonds in 1944 is less, however, than the totals 
for 1939 and 1940. The trend since 1936 in 
the proportion of public utility long-term 


Honolulu, © 


bonds sold privately is shown in the oe 
ing summary: 








Per Cent of Public Utility 
Long-Term Bond Flotations Sold 
Privately * 


9% 
7 


23 
39 
36 
62 
44 

9 
20 











* Excludes serial issues. 


Relatively more long-term public utility 
bonds were sold privately in 1944 than in 
1943 but the proportion is considerably less 
than in the years 1939 to 1942, inclusive. 

The volume of serial bonds in 1944 was 
about double the 1943 total and nearly 
equal to the volume in 1942. There was a 
significant increase in the volume of pre- 
ferred stock issues floated in 1944. The 1944 
total of $111 millions is approximately seven 
times the 1943 volume of preferred stock 
financing. The 1944 volume, however, was 
not as large as the 1939-to-1941 average 
volume. 

Over one-half of the long-term debt issues 
floated in 1944 carried a 30-year term. The 
most frequent term in 1943 and 1942 was 
also 30 years. It is noted that the proportion 
of utility long-term bonds having a 30-year 
term has been increasing in recent years. 
The percentages are 1942, 38%; 1943, 57%; 
1944, 62%. The following tabulation shows 
the issues classified by length of term. 








Long-Term Debt Issues 
Offered during 1944 





Num- | Combined Public 
ber of | and Private 

Private 

Offer- | Per 

ings | Number Cent 

3 | 5 10 

es ae 4 

3 18 

8 

1 


Term in Years 








Less than 20 vears. . 
20 years. . 
25 vears. . 
30 years. . 

More than 30 years. 





3 62 
6 











16 | 50 | 100 


{ 
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TaBLE I. SumMMARY AND ANALYsIs OF Pusiic Utitiry Lonc-TEeErRmM Dest Issues OFFERED 
PuB.icLy, FourTH QuarTER, 1944 








Company and Issue pon | Principal | turity| Month of | Offering | ine 
Rate} ‘Amount | Date | Offering | Price | Yield 

(A) @) (C) o| ® | ® |@ | & 
% $ % % % 
3% | 30,000,000 | 1974 | October | 104.00 | 2.92 
155,000,000 | 1977 | October | 104.25 | 2.80 
P First Mortzage. 81,600,000 | 1974 | October | 105.08 | 2.75 
p First & Ret. M 115,000,000 | 1974 | October | 104.00 | 2.80 
» First & Ref. Mortgage 65,000,000 | 1967 | October | 100.50 | 2.72 
65,000,000 | 1974 | October | 100.00 | 2.75 
13,500,000 | 1974 | 102.86 | 2.98 
48,000,000 | 1974 103.00 | 2.85} 70 
litt Mortage 30,000,000 | 1974 102.80 | 2.74| 74 
patittt Mortanee. 24,500,000 | 1974 101.375, 2.81 | 1.06 
First Mortgage & Collateral Trust... 16,981,000 | 1974 102.80 | 2.87| 1.10 
Total or Weighted Average 504, 481,000 102.97 | 2.70 | 1.08 | 101.97 | 


Net 
Pro- 
ceeds 


eG 





Hy vpn lectric Co. 



































tie eee 8 & ® 


























Tasie II. Summary AND ANALYsIs OF Pusiic Utitrry Lonc-TERM DEBT IssuES OFFERED 
PRIVATELY, FouRTH QuaARTER, 1944 








Coupon Principal Maturity | Monthof | Offering | Offering 
Company and Issue Rate Amount Date Offering Price Yield 
(A) (B) (C) (D) (E) (F) (G) 


% $ % % 
Commonwealth Edison Co. 
First Mortgage, Series L 3 _25 ,000 ,000 _ October 104.251 





Texas Southeastern Gas Co. : 3 
First Mortgage 3% | 480 ,000 |.. October 
a 
Associated Telephone Co., Ltd. ; 
First Mortgage 10,300,000 | _ November 
Mobile Gas Service Corp. Te 
First Mortgage ; 1,400 ,000 | November 


United Gas Corp. 
First Mortgage and Collateral trust.... . 100 ,000 ,000 November 


Community Public Service Co. 
First Mortgage 6 ,000 ,000 December 


Interstate Telephone Co. 
First Mortgage 2 ,000 ,000 December 





Total or Weighted Average 145 ,180 ,000 


Total or Weighted Average 
(excl. issues for which data are not avail- 
138 ,700 ,000 























1 ear ag for and upon cancellation of the entire $25,000,000 principal amount of the company’s outstanding First Mortgage 
8% Bonds, Series K, without ‘;:terest adjustment, discounts or commissions. Series K bonds are held by insurance companies and 
the = perpod | beg offering price of the publicly sold portion of Series L. 

not a’ 
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Table V summarizes data on offering 
yields, underwriters’ commissions, incidental 
expenses, and net cost to company of bond 
capital for the publicly offered long-term 
debt issues. It is rather difficult to judge the 
trend in offering yields because the issues 
have not been classified according to the 
number of times interest was earned. Offer- 
ing yields in 1944 do appear to be slightly 
lower than before the war but not much 
different than in 1943. It is noted that some 
of the stronger issues in 1944 carried a 
nominal rate of interest of 234% and 2%% 
whereas 3% was more common in 1943. 
Underwriters’ commissions in 1944 were 
about the same as in 1943. Likewise, in- 
cidental expenses continued at about the 
1943 level. Incidental expenses, if the size 
of the issues are considered, have not varied 
appreciably in the period covered by Table V. 

Part III. High-Lights of the Year’s Financing 

Below are listed some of the more important 
public utility issues which were offered in 
1944, together with pertinent facts concern- 
ing each: 

Commonwealth Edison Company’s first 3s of 1977. 
This was the largest issue sold during 1944. 


It was sold in October through underwriters 
at 104.25% of par to yield the purchaser 
2.80%. The net cost to the company after 
paying underwriters’ commissions and in- 
cidental expenses was 2.87%. Total par 
value offered publicly was $155,000,000. 
Northern States Power Company’s first mortgage 
234’s of 1974. This issue offered publicly in 
February sold at 101.00% of par to yield 
2.71%. This was the lowest yield of the year 
although many other issues yielded between 
2.71 and 2.80%. The net cost to the company 
was 2.82%. Total par value offered publicly 
was $5,000,000. 

United Gas Corporation’s first mortgage and 
collateral trust 3s of 1962 offered in November 
at 100.00% of par to yield 3.00%. This was 
the largest issue of the year offered privately 
and totaled $100,000,000. 

Illinois Commercial Telephone Company’s first 
mortgage 3s of 1974 offered in August at 
105.74% of par to yield 2.72%. This was 
the lowest yield obtained on utility long-term 
bonds marketed privately in 1944. Total 
par value of the issue was $5,570,000. 


Metropolitan Edison Company’s cumulative pre- 
ferred stock, $100 par, $12,500,000 principal 


Tas_Le III. SumMary AND ANALYsIS OF Pusiic UTiLiry PREFERRED STOCK IssuES OFFERED 
: FourTH QuarTER, 1944 








Company and Issue 
(A) 


Dividend 
(B) 


Principal 
Amount 
(C) 


Month of 
Offering 
(D) 


Offering 
Price 
(E) 


Offering 
Yield 
(F) 





Central Vermont Public Service 
Corp. 
Cum. Pfd. $100 Par 


Metropolitan Edison Co. 
Cum. Pfd. $100 Par 


Mobile Gas Service Corp. 
Cum. Pfd. $100 Par 


Total or Weighted Average 





% 


4.15 


3,785 ,600 


12,500 ,000 


600 ,000 








16 ,885 ,600 





% 
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Taste IV. Votume or Pusiic Utinity FINANCING, BY QuaRTERS 1937 To 1944, INCLUSIVE * 


81 








Long-Term Bondst 





Public Offerings 


Private Offerings 


Serial Offerings t 


Preferred Stock 





Millions 


Per Cent 
of Total § 


Millions 


Per Cent 
of Total § 


Per Cent 


Millions 


Per Cent 
of Total § 





% 


72 
92 
73 
80 


% 


5 
5 
3 
0 


1 


% 
2 


$ 378 
200 

91 

109 





79 


68 
75 
73 
69 


5 


31 
23 
25 
16 


$° 778 


$ 156 
238 
327 
505 





71 


64 
46 
64 
43 


18 


63 


22 


12 
42 
16 
50 


$1,226 


$ 150 
434 
389 
364 





53 


54 
29 
56 
59 


445 


59 
80 
84 


33 


22 
45 
35 
30 


$ 1,337 


$ 263 
178 
244 
606 





53 


39 
52 

7 
60 


402 


81 


43 





$ 1,291 


$ 418 
289 
480 
172 








33 


66 
62 
29 
13 


736 


32 
28 
45 
80 


$ 1,359 


$ 195 
104 

85 

98 





48 


72 
93 
91 
79 


185 


8 
4 
a 

21 


$ 483 
$ 29 
97 


114 
155 





337 


66 
157 


86 


60 
66 
66 
79 


33 


64 
20 
17 
139 





20 
7 
18 


19 
11 
64 
17 








395 


228 
100 
238 





758 








$ 954 





72 





$ 


240 


- 
| 
| 


18 








ls 414 





8 


| $ 1,324 





* Exclusive of short-term obligations (other than serial issues) and common stock issues. ,No attempt has been made to sum- 


marize short-term borrowings 


negligible throughout the period. 





Less than .5 mil! 


Per cent of each type o! 
lion. 


t Exclusive of serial offerings. 
t Includes issues sold privately as well as publicly. 


f financing to the total in the quarter shown in the right hand column. 





because of the impossibility of obtaining complete data.’ Public offerings of common stock have been 
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TABLE V. SuMMARY OF YIELD AND Cost Data oF Pusuic Utitrry Lonc-TERM DEBT Issugs 
OFFERED Pus.icty (ExcLusivE oF SERIAL Marturitigs), 1936 To 1944, INcLUsIvVE‘ 








Year and Offering Yields 


Underwriters’ 
Commissions 


Estimated Inciden- 


tal Expenses Cost to Company 





Quarter 
Weighted 
Average 


Range Range 


Weighted 
Average 


Weighted 
Average 


Weighted 


Average Range Range 





% 


00 
00 
50 
25 


% % 


.25—5.48 
-05—5 .00 
.15—4.77 
.00—4 .87 


00 
25 
00 


-19—5.11 
.25—4.69 . 
-37—5.28 : 1 
-50—4.56 ; 


2.00—3. 
-99—4, 
-00—3. 


44 ‘ 2.00—2. 
18 : 1.03—8. 
0.50—3. 
0.96—5. 


.39—4 
.92—6. 
.00—5 .00 
.01—6. 


-00 -75—4. 


.15—4 ; 1 

75 ; 1.00—4. 
1 
1 


.75—5 
-69—4. 
.02—3. 


20 .50—3. 
89 -50—2. 


.50—2. 
-00—2. 
.00—3. 
-50—4. 


.47—-4. 
-78—3. 
.73—4. 
.51—4. 


36 
36 
38 
50 


.50—3. 
.75—3. 
.29—1. 
.72—3. 


75 
07 
90 
18 


-60—4. 
.00—4. 
.90—2. 
.55—4. 


.73—1. 
.60—3. 
73-3. 
.07—1. 


-95—4. 
-78—4. 
.67—3. 
.11—3. 


50 
81 
59 
11 


-OoCcoO ont = 


85 : C.84—0. 
00 ; 1.28—2. 
40 : 0.86—1. 
77 ; 0.86—2. 


.85—2. 
3.16—4. 
2.80—3. 
2.70—3. 


0.50—1. 
0.85—1. 
0.87—2. 
0.70—1. 


7 2.71—4. 
6 2.76—3. 
10 2.72—3. 
11 2.72—2.98 


10 .20 
40 85 
82 .07 
79 

















% % 


3.40—6.09 
3.13—5.75 
3.28—5 .23 
3.12—5 .38 


% % % 
0.42—2.27 
0.35—2.15 
0.51—2.38 
0.23—1.68 


% 


2.25 
26 
18 
.06 


3.34—5. 
3.41—5. 
3.53—6. 
3.99—5. 


81 
17 
25 
23 


0.48—4.16 
0.29—1.90 
0.51—3.69 
0.62—1 .62 


02 
06 
02 
12 


NNNND 


76 
65 
38 
91 


.55—4. 
.11—7. 
.13—5. 
-15—6. 


0.54—1. 
0.36—6.57 
0.50—2.18 

33 


.27 02 
73 
.80 


-98 


—_ ee RD 
oooSo Sooo 


3 
3 
3 
3 


3.32—4.22 
2.89—6 .36 
2.77—4.44 
3.20—4.10 


09 -48 
01 
03 


99 


RMBNNN 
oooo 


2.69—4. 
2.92-—3 .56 
2.85—4.80 
2.62—5 .06 


99 63 
-00 
.05 


-75 


BnNnne 
ooco 
ooco 


2.67—5 .38 
3.11—4.27 
3.00—3.00 
2.61—4.43 


.79 
91 
.29 
36 


a) 
oococo 


3.10—3.51 
2.85—5.21 
2.74—3.84 
3.20—3.20 


26 
.33 
83 
.07 


mm oo S900 
> 
eo 


Co ed 
Shon 
Nw” 


2.93—2.93 
3.22—4.16 
2.89—3.49 
2.79—3.84 


84 
81 
06 


~— Oo 
CAWm oo 
hrreon 


3.32—4.21 
2.88—3 .39 
2.95—3.99 
2.80—3.08) 





coos 9900 


Celt antand! 
Poor 
rN Or 


0.31—0.86 














* Excluding issues for which complete data are not available. 


amount issued in November and bearing a 
nominal dividend rate of 3.90%, sold at 
$102.63 per share to yield 3.80%. This issue 
of preferred stock had the lowest dividend 
rate of any issue in this series as well as the 
lowest yield. Several 4% issues floated in 


1944 were offered to yield less than 4% but 

were known to have been as low as 3.80%. 
OrvILLE P. DEVEL 
WituiaM H. Evans 

Assistant Rate Analysts 

Public Service Commission of Wisconsin 
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Action for Cities: A Guide to Community Plan- 
ning. | Sponsored by the American 
Municipal Association, American So- 
ciety of Planning Officials, and Inter- 
national City Managers’ Association. 
Chicago: Public Administration Service 
(No. 86), 1943, pp. 77. $1.00. 


Planning for the Small American City. By 
Russell Van Nest Black. Chicago: 
Public Administration Service (No. 87), 
1944, pp. 86, $1.00. 


Some preparatory scene-shifting for the 
big postwar building show has been done in 
two recent publications of the Public Ad- 
ministration Service: Action for Cities and 
Planning for the Small American City. . Unlike 
so much of the current literature on urban 
planning these guides do not bog down in the 
morass of redevelopment. Rather their 
scope encompasses the wider problem of 
urban development as a whole and places 
them in the main stream of city planning 
tradition along with the classic work of 
Geddes, Lewis, Adams, Mumford, Wright, 
Abercrombie, and Unwin. 

By careful bibliographical annotations 
and in a stout-hearted attempt to be strictly 
logical and orderly Action for Cities casts 
light sharply on each facet of the urban 
problem. In contrast Russell Van Nest 
Black’s manual, which is rewritten from the 
1933 and 1936 editions, is a smooth and 
pleasant essay. Black’s book is his restate- 
ment of the problem of city planning in three 
conventional parts: “Making the City 
Plan,” ‘What Modern Planning Offers the 
Small City” (in which he takes up one by 
one the various land uses) and “Carrying out 
the City Plan,” which is developed rather 
fully in this revised edition. 

Action for Cities is a group enterprise. The 
published volume does not even mention the 
authors, among whom are Robert Mitchell, 
Sam Zisman, Arthur McVoy and others 
inside and outside Charles Ascher’s urban 
section of the late National Resources 


Planning Board. It is a crystallization of the 
experience of Zisman, McVoy and John 
Hyde who were sent to welcoming com- 
munities by the National Resources Plan- 
ning Board. They had a recognized status 
both as employees of the board and as guests 
of some representative and officially-sanc- 
tioned group in the community. They were 
in the community only a few months and 
were then called back to write up their sug- 
gestions. While some of them had difficulty 
establishing wide local recognition, none had 
the problem, as a local resident would have, 
of deciding whether it was proper for him to 
take the lead in local planning. They were 
not even bound by the traditional role which 
seems to govern the “outside planning con- 
sultant,” nor were they to be in the com- 
munity long enough to even attempt to put 
the plans into effect. In such an experi- 
ment plan-preparing methods could be 
tried out but methods of plan-effectuating 
could not. The book draws no conclusions 
concerning the advantages and disadvantages 
of having a man from such an agency as 
NRPB to sparkplug local plan-making. 

The attempt in Action for Cities to deal with 
methods of planning administrative programs 
as well as land uses is new. For instance, 
even so comprehensive a book as Segoe’s 
manual (Ladislas Segoe, Local Planning Ad- 
ministration. Chicago: Institute for Training 
in Municipal Administration, 1941) which 
includes formulae for conducting economic 
and social studies, lacks this approach. There 
is, first of all, a difference in emphasis: Per- 
haps 20 of Segoe’s 668 pages in Local Planning 
Administration are devoted to economic and 
social analysis, whereas even more of the 
mere 77 pages which comprise Action for 
Cities deal with “The People of the Com- 
munity” and “The Community Makes Its 
Living”. In Black’s 83 pages not more than 
one-half of one page is devoted to “social 
and economic data.” 

More importantly, Action for Cities, in 
attempting to deal with programs of economic 
activities and community services, goes far 
beyond Black’s and Segoe’s suggestions, all 
of which take economic and social forces as 
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given. Indeed, Action for Cities, which was 
developed during a time when the Com- 
mittee for Economic Development was being 
organized, has in its section ““The Community 
Makes Its Living” a good set of suggestions 
for a local CED. A part of the book has the 
flavor of three U. S. Department of Com- 
merce publications: Ada Lillian Bush, 
Suggestions for Use in Making a City Survey 
(1938), Small Town Manual for Community 
Action (1942), and Community Action for: 
Jobs and Profits (1943). Action for Cities takes 
the kind of analysis suggested in those guides, 
dignifies it and makes of it a “strategy for 
economic development” accomplishing for 
the first time, I believe, a synthesis of city 
planning and this formerly divergent stream 
of local economic planning. 


More fully met by the older literature is the 
challenge held out in the section on “The 
Community As a Place to Live.” Even here 
there is a new note, however. City planners 
would probably agree (and certainly Black’s 
book reaffirms this) that residential neighbor- 
hoods, education, and recreation traditionally 
have been considered primarily as aspects of 
the physical plan: neighborhoods were em- 
phasized more as geographic than as socio- 
logical entities, and schools and recreation 
were considered respectively as a_ special 
portion of the public buildings construction 
program or as a particularly important aspect 
of the park plan, not (as in Action for Cities) 
as activities programs (themselves requiring 
planning). Incidentally, the community 
public health and welfare programs with their 
minimal needs for buildings are given space 
equal to that given recreation and education. 
The authors seem to have succeeded in en- 
compassing the philosophy of Joanna Col- 
cord’s Your Community (New York: Russell 
Sage, 1939). 

In two major directions then new territory 
has been discovered. But there is a third way 
in which Action for Cities seems to contrast 
with Black’s more traditional statement. That 
is in organizing for planning. While both 
agree that wide citizen participation in 
plan-making is a good thing, Black takes the 
attitude that this is merely one more way to 
secure a good plan, and implies that there 
may be other ways of achieving it. Action for 
Cities, on the other hand, is horrified that in 
the past, “communities bought plans in- 
stead of adopting planning as an ever-fresh 
approach to their civic problems” and sug- 


gests that in the preparation of plans, popular 
participation is itself one of the objectives. 
Neither report shows just how to make all 
the independent groups really feel responsible 
for carrying out the plans. Within the city 
government Black relies upon the usual 
planning commission together with zoning 
officer and board of review, in cooperation 
with the city engineer and city budget 
officials. Action for Cities avoids Black’s neat 
organization charts and emphasizes the 
problems of collaboration horizontally and 
vertically with other government agencies. 
Both reports are frankly groping for ways to 
achieve loyal participation of the non- 
governmental groups. They agree that at 
least at the stage of carrying out plans there 
must be public understanding since,: as 
Black says, “‘city plan projects are carried 
out in two ways, either as public improve- 
ments which must be paid for out of taxa- 
tion, or as private enterprises which are 
executed in sympathy with and understand- 
ing of the plan and its objectives.” Perhaps 
at present one can only be vague and tenta- 
tive in describing how to carry out city 
plans: organization for planning in the 
United States is undergoing swift changes; 
the common characteristic of much significant 
current city planning is the experimental 
fusion of civic and official groups (cf., Louis- 
ville, Syracuse experiments); the answer has 
not yet been found. We do not know whether 
community-wide responsibility to an ideal 
plan must be enforced or whether it is to be 
achieved through the weight of public 
opinion—or how, effectively and perma- 
nently, to combine “‘consent and constraint.” 


(Opinions expressed are those of the reviewer and do not 
necessarily represent the view of the National Housing Agency.) 


GeorcE S. DuGcaR 


Field Representative, 
National Housing Agency 
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Winter Wheat in the Golden Belt of Kansas. By 
James C. Malin. Lawrence, Kansas: 
University of Kansas Press. pp. 290. 
$3.00. 


For more than a decade the author, who is 
Professor of History at the University of 





| oie a Mn. ne oe ee ee ee 


— 


mS OD 


CC a FMF et 8 NF me ORO te US 


eNO oS "SC wens «68OCOCUG 


a ie Re ti i ed 


‘BOOK REVIEWS 85 


Kansas, has been undertaking a compre- 
hensive study of human adaptation to sub- 
humid geographical environment as repre- 
sented by the Central Prairie-Plains. In 
this book he reports some of his observations 
and conclusions using as the focus of his 
study the four-county area of Kansas com- 
prising Saline, Dickinson, Geary and Riley 
Counties in the northcentral and north- 
eastern parts of the state. Although much of 
the book is devoted to a detailed statistical 
analysis of agricultural and related events in 
this four-county sample area during the 
years 1855 to 1902, the major conclusions 
and more important observations are quite 
generally applicable to much of the Great 
Plains region extending north and south from 
the Canadian border to the Texas Pan- 
handle and east and west from the 97th 
meridian to the Rocky Mountains. 

Much has been written since the middle 
30’s about the Great Plains area and its land 
utilization problems. The severe drought 
with its resultant dust storms accompanied 
by the acute business depression of the early 
30’s called attention to the peculiar char- 
acteristics of the Great Plains region and 
prompted many students of history and land 
utilization to study the region carefully. 

Part I of Winter Wheat discusses the sub- 
humid environment of the area under study 
and narrates the development of the early 
agriculture of the area. The beginning com- 
petition between corn and wheat, followed 
by the struggle for dominance of winter over 
spring wheat, and finally the efforts to in- 
crease livestock enterprises and diversify 
farming operations as adaptive techniques 
are discussed in detail with supporting data. 
Some of the major difficulties encountered, 
including floods, drought, severe hot winds, 
chinch bugs, grasshoppers, winter killing, 
and rust, and their influence in determining 
agricultural development, are discussed. 

Parts II and III discuss in considerable 
detail the struggle of the settlers to find 
adaptable varieties of winter wheat that would 
not winter kill, that were relatively resistant 
to rust and drought, and that would be 
acceptable in the market; to find crops that 
were relatively hardy against insect pest 
ravages and the rigors of the climate; ‘to 
find types of machinery adapted to conserve 
the limited moisture supplies, reduce soil 
blowing to a minimum and increase yields. 

Winter Wheat describes well the continual 


process of adaptation which has been going 
on in much of the Great Plains country 
since settlers first poured into the area. 
Many of the first settlers had a good apprecia- 
tion of the fact that the soil and climate of 
the Central Prairie-Plains were greatl ydiffer- 
ent from those of the areas from which they 
came, but they were at a loss to know just 
how to best adapt their practices of land 
utilization to these peculiarities. 

There have been many who have. been 
prone to count the Plains out as an important 
agricultural region, particularly following the 
calamitous thirties. However, the author 
wisely points out that Americans have been 
utilizing the Great Plains region for agri- 
cultural purposes only a short time as the 
history of civilizations is measured, 50 to 75 
years, and in that time they have made a 
substantial contribution to adjusting them- 
selves to this subhumid, “in between” en- 
vironment. Moreover, he points out that 
civilization has been divided largely between 
rice eaters and bread eaters and that the 
rice eaters have rapidly become bread 
eaters so that wheat is of increasing im- 
portance in the twentieth-century world. 
High gluten wheats are the best bread 
wheats, and aridity and high gluten qualities 
seem to be inseparable. So far as our conti- 
nent of North America is concerned, the 
Plains region which produces hard spring and 
winter wheats is the only source of supply of 
such wheats. Instead of abandonment the 
author concludes that the long-time demands 
of the world for bread would seem to call for 
more effective utilization of subhumid areas 
in the production of wheat, not only of this 
continent but of others. This enterprise 
coupled with the range livestock industry 
which effectively utilizes the grass lands of 
the P.iains which are not tillable, and to 
which industry is linked in a regional inter- 
dependence with the Middle West corn belt, 
gives the Great Plains a place of major im- 
portance in American agriculture. The first 
requisite to achieve a well-adapted agricul- 
ture and culture in the Great Plains is, first 
of all, a widespread recognition on the part 
of the entire nation of the validity of the 
claims of both wheat and meat in the develop- 
ment of the Prairie-Plains. 


Readers will find in this volume some very 
helpful observations which will renew their 
faith in the ability of man to adapt himself 
and his culture to his environment. They 
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will also find numerous observations that 
will be particularly thought-provoking to 
those interested in the basic principles of 
sound land utilization in semi-arid regions. 
To mention two or three: (1) Subsistence 
farming is not adaptable to a high degree of 
efficiency in agriculture, especially in a sub- 
humid region, and a more specialized com- 
mercial agriculture is necessary; (2) What 
operators coming into a semi-arid region 
like the Great Plains from the eastern humid 
areas must learn in order to develop a suc- 
cessful agriculture is small compared with 
what they must unlearn; (3) The manage- 
ment factor is more critical to farming success 
in a subhumid environment than elsewhere. 
This reviewer will comment on the third 
point only. 

Great Plains problems, in so far as an 
adapted agriculture is concerned, are pri- 
marily land economic and not farm manage- 
ment problems because institutional and 
area factors governing the utilitization of 
land in this semi-arid climate such as credit 
and taxation policies, precipitation, and en- 
vironmental factors, play a limiting role. 
In dealing with the climatic extremes in 
subhumid areas there is little an operator 
can do but hang on as best he can until 
Nature’s cycle changes direction and weather 
factors restore the underlying balances among 
plants, animals, and insects. The history of 
the Great Plains area is one of recurring 
cycles of these extremes of climatic phe- 
nomena. At the moment we are in a very 
favorable period but, during the thirties in an 
unfavorable period, all operators within 
comparatively large areas of the region were 
faced with crop failures, tax delinquency, 
farm foreclosures, seed loans, and _ public 
relief. The Farm Holiday movement in 
part reflected the revolt of the average 
farmer’s sense of justice against executing 
extensive farm foreclosures resulting pri- 
marily from the overwhelming influence of 
non-individual or non-managerial factors as 
contrasted with individual operating ability. 


The widespread chaos of the Plains area 
in the early thirties is evidence of the great 
significance of these non-individual or non- 
managerial factors. Permanent solutions to 
Great Plains problems lie to a great extent 
in the direction of group or cooperative 
action and area diversification, not princi- 
pally in the direction of adjustments or 
diversification within the line fences of the 


individual operating unit by the individual 


operator. 
R. R. RENNE 
Montana State College 
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The Mining Industries, 1899-1939: A Study of 
Output, Employment and Productivity. By 
Harold Barger and Sam H. Schurr. 
New York: National Bureau of Re- 
search, 1944. pp. 452. $3.00. 


This report is one of several dealing with 
the trends of production and productivity 
in American industry since the opening of 
the twentieth century. Other studies on 
manufacturing and agriculture have been 
published and one on transportation is about 
to appear. 

While the authors have attempted to make 
up for the fact that they are not mining men 
by great diligence in familiarizing themselves 
with the literature cn the subject, their lack 
of practical exper:c.ce has at times failed to 
protect them from pitfalls. Thus they have 
uncritically adopted as their own an error 
made many years ago by the Bureau of 
Mines, when a comparison of the sources of 
energy was made on the basis of BTU. 
Chart 20 (p. 43) is based on 13,600 BTU per 
pound of anthracite and 13,000 BTU per 
pound for bituminous coal (p. 407). What 
the authors have overlooked is that the BTU 
figures are a fair indication of the average 
heating value of all anthracite reserves and 
all bituminous reserves in this country, but 
not of their annual output. As the chart 
compares annual output rather than total 
reserves, the BTU content of bituminous 
coal should be higher than that of anthracite. 

Aside from this technical error in the com- 
parison of the sources of energy the reviewer 
feels that the competitive impact of petroleum 
as a source of energy appears overstated. 
More than half of all energy generated from 
crude oil derivatives goes into passenger 
cars, trucks and airplanes. This use of 
energy has cut into the use of coal only in 
so far as rail transportation has been hereby 
reduced. But may it not be argued that the 
requirements for coal have increased or would 
have decreased more had it not been for the 
development of the automotive and airplane 
industries? To build this new method of trans- 
portation the country greatly expanded its 
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plants to make iron, steel, rubber, glass and 
cement. If the steel that is used by the oil 
industry for drilling and transportation is in- 
cluded in our considerations, the encroach- 
ment of oil on the use of coal appears in a 
different light. 

The real cause for the relative decline of 
coal consumption by industry, public utilities 
and railroads has been the amazing improve- 
ment in the efficiency of its combustion. 
It is quite obvious that, without this tech- 
nological progress in utilization, the coal 
requirements of the national economy would 
be some 20% higher today. 

So far, this improvement in utilization has 
been confined mainly to bituminous coal 
while for anthracite it has indeed been the 
competition of the oil burner that caused 
the drastic decline in the national require- 
ments. But anthracite requirements are only 
some 10% of bituminous coal consumption 
and it is for this reason that the criticism 
of chart 20 is given so much emphasis. 

The treatment of productivity industry 
(metals, fuels and nonmetals) has been 
analyzed in previous publications. It re- 


mains a question whether the book under 
review compensates by its compactness for 


its Many minor inaccuracies. 

The authors devote only a short space 
(pp. 249-225) to an appraisal of ‘Mining in 
the Nation’s Economy.” It is shown that the 
growth of output has exceeded even manu- 
facturing but that, if oil and gas are elimi- 
nated, the growth has been less than manufac- 
turing and resembles more closely the record 
of agriculture. Employment in mining has not 
grown between 1902 and 1939 and, if oil is 
excluded, was actually 18% lower. For the 
future of the mining industries, the authors 
venture the following: 


“If the mechanization of mining operations and 
the improvement of concentrating methods pro- 
ceeds as rapidly in the future as in the recent past, 
if further advances in fuel economy and in the 
use of secondary metals occur, and if the effects of 
depletion are not seriously felt for some time to 
come, it is possible that the decline in employ- 
ment will be resumed shortly after the conclusion 
of the present war. But sooner or later this down- 
ward trend may be reversed. In the first place, 
exhaustion of oil reserves, or vigorous measures of 
public policy designed to conserve these reserves, 
may lead to a substitution of coal or oil as a 
source of power. Since the amount of mining 
labor needed to produce a unit of energy in the 


form of coal is several times that required in the 
case of oil, the result would be an immediate up- 
turn in total employment in mining. In the second 
place, productivity in anthracite and in many 
kinds of metal mining may presently decline 
through greater difficulty of extraction, in so far 
as technological advance is unable to counter- 
act it. The same may be said of petroleum, if it 
should be found necessary (or desirable as a 
measure of conservation) to obtain oil by mining 
oil-bearing strata, instead of allowing it to flow 
freely from wells, or pumping it, as is done today. 
In that case the fraction of the labor force en- 
gaged in mining may increase.” 


This statement is subsequently hedged by 
the further statement that imports, water 
power and recovery of metals from the junk 
pile may overcome the effect of depletion of 
the national resources on employment in 
mining in this country. 

The authors conclude with the wistful 
statement that in manufacturing and trans- 
portation there is nothing to prevent the 
attainment of a given technological level 
from yielding a permanent increment in the 
productivity of human effort, but that, in 
mining, mechanization and new techniques 
may lose temporarily or permanently the 
battle against depletion. 


R. M. WEIDENHAMMER 
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The Seven Myths of Housing. By Nathan 
Straus. New York: Alfred A. Knopf, 
1944. pp. 314. $2.75. 


On the basis of housing conferences and 
committee meetings ,that I have attended 
recently, I will wager that Nathan Straus’ 
book, The Seven Myths of Housing, has prob- 
ably been quoted in more speeches and read 
by more non-public housers than any other 
book on housing ever printed. This in itself 
is an enormously important fact in this 
period when private and public housers 
alike are eying the postwar building program 
with earnest, if not greedy, eyes. 

The book contains an excellent body of 
facts basic to the understanding of housing, 
plus definitions urgently needed to clarify 
discussions and arguments, plus valuable 
legal and historic backgrounds of the housing 
problem, plus an emphasis on the income 


Washington, D. C. 
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factor in the housing problem that is of 
prime importance! But these are not the 
reasons, I may venture to say, for its being 
so widely quoted and discussed. 

The book is not written in the “‘on the one 
hand—and then again on the other hand” 
tone of the armchair strategist or planner. It 
is the intensely personal, down-to-earth 
record of the first four years of actual ex- 
perience in this country in building and 
managing the first low-rent housing projects 
—and I do mean personal, not in the sense of 
Nathan Straus, but of the United States 
Housing Administration, the USHA which 
seems to be itself writing the book. 

One finds in this book what it is rather 
rare to find in an operating agency—a record 
of the thinking, the philosophy, and the 
facts which underlie the whole structure of 
administrative decisions and policies: the 
reasons why USHA permitted building on 
vacant sites; the reasons for the graded rents; 
the reasons for USHA’s advocacy of large 
projects; for the ceiling on land costs. One 
may say when reading, for instance, the 
rather glib description of the bad and the 
good manager or, when reading the accounts 
of the attacks on public housing: ‘This isn’t 
all there is to it.’”” But the fact remains that 
the story told, the record recited, is a good 
one and a sound one. It results in a kind of 
laboratory manual that will make an excel- 
lent basis for departure from past procedures, 
and for the development in the future of a 
more accurate science or profession of hous- 
ing. One may disagree with many of the 
things that Mr. Straus says about trash 
baskets, about wading pools, and about the 
ownership of land, but the fact remains, 
again, that the story told, the record re- 
cited, is a good one and a sound one. 


Anyone who has been in public housing 
particularly welcomes the basic structure of 
the book: its head-on answer to the seven 
all-too-familiar charges made by the enemies 
of public housing over and over again 
throughout the country, in small and big 
towns, in city councils, and in congressional 
committees. Never before has anyone mar- 
shalled such an array of charts, graphs, 
photographic facts, beguiling incidents and 
philosophies to the answering of these 
charges. “Myths,” Mr. Straus calls these 
charges, and the word itself is an excellent 
battle-cry. The book is a veritable storehouse 
of ammunition for the public houser militant 


and puts him in such a position that the ob- 
jective bystander cannot but suggest that the 
private houser had better write a book, too. 

As a matter of fact, the array of facts 
reduces the average reader to the point 
where he cannot argue to the charges and 
therefore must argue to some of Mr. Straus’ 
opinions—his opinion in the public ownership 
of land, the form of the department of works 
and planning. And that is a good thing too. 
We can only hope that some day in the future 
the administrator of the department of works 
and planning, or the administrator of the 
city department of municipally-owned land, 
will also write a record of the first four years 
of his administration. 

ELIzABETH Woop 


Executive Secretary, 
Chicago Housing Authority 
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Conservation in the United States. By A. -F. 
Gustafson, C. H. Guise, W. J. Hamilton, 
Jr., and H. Ries. Ithaca, N. Y.: Com- 
stock Publishing Co., Second edition, 
1944. pp. xi, 477. $4.00. 


The first edition of this book appeared in 
1939. Since then, because of the changes the 
war has wrought in the conditions and prob- 
lems of resource utilization in this country, 
the authors have prepared a new edition. 

Conservation in the United States is written by 
four natural scientists of the Cornell Uni- 
versity faculty. The authors are a soils 
technologist, a forester, a zoologist, and a 
geologist. As might be expected therefore, 
the book is almost entirely a presentation of 
the biological and physical science, facts 
about the natural resources of this country. 
As such, it is a well-written and fairly-com- 
prehensive elementary statement. Soil, 
water, forests, parks, grazing lands, wildlife, 
and minerals are covered. 

There is only a slight amount of attention 
devoted to the social aspects of natural re- 
source use, and even this amount is in de- 
scriptive terms. There is no political or 
economic analysis of conservation problems 
and, therefore, the book is useful to the land 
economist only as a very elementary refer- 
ence. 
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For courses dealing with some beginning 
physical facts about resources at the high 
school or elementary college level this book 
would serve as a good text. 


LEONARD A. SALTER, JR. 


University of Wisconsin 
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Enough and to Spare. By Kirtley F. Mather. 
New York and London: Harper & 
Brothers, 1944. pp. 186. $2.00. 


This small book clearly deserves a high 
ranking place among the volumes inspired 
by humanitarian ideals. 

Professor Mather is without doubt one of 
the most articulate and persuasive among the 
men who feel impelled to think and write in 
the hope that a better world society will 
evolve. His literary style is clear and forceful; 
he is master of a colorful idiom; his status as a 
reputable scientist lends credence to the con- 
text and, above all, he tells us what we want to 
hear. It is difficult to criticize a book such as 
this. And yet there are times when even the 
casual reader will wonder whether Professor 
Mather is writing as an analytical scientist 
or as an emotional, optimistic human being. 

A central theme of this book is, as the title 
implies, the contention that the resources of 
the world are adequate to support in plenty 
all who now live upon the earth and all who 
will ever live upon it. This objective of 
Enough and to Spare for all can only be ac- 
complished, the author believes, if men who 
desire international cooperation and world 
democracy are to control the destiny of 
human society. More than half of the 152 
pages are devoted to statements concerning 
the interdependence of nations, the merits of 
a democratic organization in contrast to an 
alliance of powerful states, the need of plan- 
ning now for the new international organiza- 
tion, and the part that individual citizens 
can play in helping to accomplish the final 
objectives. He pleads for all individuals to 
take positive action in an effort to make our 
own government completely democratic and 
to see that the United States assumes leader- 
ship in establishing the new world order. 


Although the emphasis in the text is 
shifted from an analysis of the ability of re- 
sources to support mankind to a statement of 
economic, social and political ideology, the 
author does present rather convincing argu- 
ments to “‘prove” that resources are and 
always will be adequate. Some of the prem- 
ises on which he bases his assumptions are: 
the population of the world will increase 
approximately 50% in the next 100 years 
(from about 21 hundred million to some- 
where between 28 hundred and 32 hundred 
million) but after that it will remain rela- 
tively stationary for all time; per capita 
consumption will increase but once fair 
living standards are reached the pressure on 
resources will level off; research trends indi- 
cate that before limited non-renewable re- 
sources are used up, the needs of men can be 
supplied from the renewable and re-useable 
resource groups. 

Skeptical readers may find it difficult to 
accept these assumptions and may question 
too the practical aspects of the author’s 
plan for a new democratic world order in 
which wars, together with economic and 
political special privileges for all nations and 
all organized groups, will be abolished. 
While the hopes and ideals of the author are 
above criticism, the route to be followed in 
order to accomplish the final objectives 
should be seriously questioned. Since the 
whole problem of maintaining our resource 
base is directly involved, policies resulting 
from the acceptance of his proffered guidance 
could have drastic effects on the fate of the 
United States as the home of future genera- 
tions and as a sovereign nation. Certainly 
no thinking person would advocate the 
hoarding of resources, but resource manage- 
ment could be impaired by too ready an 
acceptance of this reassertion of the doctrine 
of plenty which characterizes pioneer social 
groups and boom economic periods. There 
are too many historical and current regional 
examples of the consequences of this philo- 
sophy in the world today. 

Most readers will probably be better pre- 
pared to accept the statements of the author 
as an affirmation of faith rather than as a 
fair and analytical evaluation of our resource 
potential. 


W. M. HANLEY 


Department of Geography, 
University of Wisconsin 
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The Economic Status of the New York Metro- 
politan Region in 1944. The Regional 
Plan Association, Inc. pp. xx, 91. 


This study is a continuation of the classic 
pioneer work of Dr. Robert Murray Haig, 
in the period 1924 to 1928, in the analysis 
of the major economic factors in metropolitan 
growth and arrangement in the New York 
area. The present volume is the first of a 
new series and is not properly comparable in 
scope to the earlier Haig investigations. 
There is no detailed study of the ecological 
shifts of particular industries nor is there any- 
thing comparable to the penetrating specu- 
lations found in the first two chapters of 
Volume I of the Regional Survey of New York 
and Its Environs which, in the opinion of this 
reviewer, are the groundwork for all sound 
theory in the field of city growth and struc- 
ture. 

The volume presents a statistical analysis 
of the present economic structure of the New 
York Metropolitan Region, an area of twenty- 
two counties. Recent trends in business and 
industry by type are presented and the size 
and nature of the postwar employment 
problem is appraised. Succeeding studies are 
to develop recommendations for reducing 
the competitive disadvantages which hamper 
certain economic activities and to identify 
the types of activity which are best suited 
to location in the Region and most amenable 
to expansion. The present and future 
studies are directed by Dr. Homer Hoyt 
whose long line of contributions to our 
understanding of the economics of urbanism 
are well and favorably known. 

Perhaps the most spectacular finding of the 
study is that for every 100 persons engaged 
in the “basic” activities of manufacture, 
banking, insurance, administrative offices, 
wholesale trade, transportation (not local), 
hotels and entertainment there are another 
215 workers in local manufacture and service 
lines. “Basic” activities are defined as those 
which produce goods and services for people 
outside of the Region. The ratio of 100 to 
215 is substantially higher than is generally 
assumed to be applicable in most communi- 
ties, though considerable variation is to be 
expected. But it is the application of the 
ratio which raises a few questions. 


The study sets a postwar goal of 855,000 
more jobs than were filled in 1940. On the 
basis of the 1940 ratio of basic to service 
jobs, it concludes that 280,000 more basic 
jobs will ‘“‘automatically” produce another 
575,000 service jobs to reach to the re- 
quired total of 855,000. To justify this 
conclusion it must be assumed that the 
underlying factors which determine the 
complement of service activities will not 
have changed to a significant degree be- 
tween 1940 and the postwar period. This 
assumption is probably valid. However, it 
must also be assumed that all additional 
persons to be employed in basic activities 
were not consumers of local services in 1940. 
This assumption is subject to question. 
The study states that the labor force in 1940 
was 5,700,000 and that the labor force 
anticipated postwar is 6,000,000, an in- 
crease of 300,000. Thus almost two-thirds 
of the 855,000 additional jobs needed to 
attain the postwar goal are to be filled by 
persons who were in the labor force in 1940 
or their replacements who have since en- 
tered the labor market. It is apparent that 
the goal will be reached through a reduction 
in unemployment, and that a substantial 
proportion of those persons who are to fill 
the additional jobs will be long-time resi- 
dents of the area. It is true, of course, that 
persons employed full time can effectively 
demand more goods and services than can 
unemployed persons. But the unemployed, 
living on relief payments, savings, or 
financial aid from relatives, do eat, ride 
the subways, see movies, use the parks 
and streets, require many public serv- 
ices, send their children to school, need 
doctors. In short, it may be assumed that the 
additional employment in service activities 
which will appear (when the status of these 
thousands is changed from unemployed to 
employed) will bear a ratio to additional 
employment in basic activities of consider- 
ably less than the 215 to 100 relationship 
which reflects the 1940 situation. 


Dr. Hoyt has performed a useful service 
in demonstrating a simple and straightfor- 
ward technique for utilizing Census data 
and other sources which are generally 
available in all communities for the purpose 
of studying local economic structure. ‘This 
kind of exploration is prerequisite to all 
community planning, be it physical, social, 
or economic. Dr. Hoyt has demonstrated 
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that the method need not be devious or 
difficult. 
RicHarpD U. RATCLIFF 


University of Wisconsin 


WL 


Life of a University Professor—An Autobi- 
ography. By Emory R. Johnson. Pri- 
vately printed, Philadelphia, Penn. 1943. 
pp. 271. $2.50. 


The Wharton School of Finance and Com- 
merce of the University of Pennsylvania can- 
not be mentioned without paying tribute to 
the guidance and direction of Emory R. 
Johnson who served for so many years as its 
Dean. As a teacher of transportation sub- 
jects he developed and inspired a great many 
students, undergraduates and graduates, who 
have become leaders in this field. In addi- 
tion to his duties as a teacher and director of 
research, Dean Johnson served the federal 
and state governments as an expert and 
authority in all phases of the transport in- 
dustry. Perhaps his best-known work is the 
report of the Isthmian Canal Commission, 
of which he was a member, submitted to 
President Roosevelt in 1901. This report 
definitely gave Roosevelt the information 
and facts which caused him to select the 
Panama route. Later Dean Johnson was 
appointed by the government “‘to formulate 
rules and regulations governing the measure- 
ment of ships going through the Canal and 
to make an investigation and recommenda- 
tion regarding the tolls to be charged.”” Dean 
Johnson also served as a member of the 
newly-established Pennsylvania Public Serv- 
ice Commission where he performed an im- 
portant function in organizing the Com- 
mission’s Bureau of Rates and Tariffs. From 
1918 to 1922 Dean Johnson served as presi- 
dent of the National Institute of Social 
Sciences; in 1914 he was awarded the In- 
stitute’s Presentation Medal. In his biog- 
raphy Dean Johnson relates his experiences 
gained through travels in Europe, South 
America and the Orient as a student of 
transportation. While Dean Johnson re- 
linquished his duties as Dean of the Wharton 
School in 1933 he continued to give his 
transportation course for another seven years 
and at the same time he was frequently 
called as a witness and expert on transporta- 
tion matters. This book gives the reader a 


good picture of the life and activities of a 
great teacher and of a student and investi- 
gator in the field of applied economics. 


Henry R. TRUMBOWER 
University of Wisconsin 
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Natural Principles of Land Use. By Edward H. 
Graham. New York: Oxford University 
Press, 1944. pp. xiii, 274, illus. $3.50. 


This interestingly written and attractively 
illustrated book amply justifies the author’s 
premise that “biological concepts can con- 
tribute importantly to the wise use and 
management of land.” It makes no attempt 
at an encyclopedic treatment of the subject 
but confines itself chiefly to ecology, which is 
defined as ‘“‘that phase of biology which deals 
with the mutual relations between living 
things and their environment.” ‘With the 
socio-economic aspects of land use, the book 
is only incidentally concerned.” 

Himself a biologist of wide experience who 
has traveled extensively in the United States, 
Canada, Mexico, the West Indies, and South 
America, Dr. Graham is well-qualified for 
the task he has undertaken. In the first six 
chapters he introduces the reader to some of 
the major facts concerning the distribution, — 
form, and behavior of plants and animals. 
Special emphasis is laid on the ceaseless 
change that takes place in plant and animal 
communities as a result both of natural forces 
and man’s activities. The classification of 
land on the basis of “use capabilities” de- 
veloped by the Soil Conservation Service, 
in which Dr. Graham is now chief of the 
Biology Division, is discussed at some length. 

The next five chapters illustrate the ap- 
plication of the natural principles previously 
presented in the actual management of 
farms, forests, range, wildlife, and waters. 
Repeated examples are given of the diffi- 
culties that are inevitably encountered when 
such management is undertaken in ignorant 
or willful violation of these principles. Two 
brief but meaty chapters deal with the 
problem of exotics and with control of un- 
desirable forms of life. 

The title of the final chapter, ‘“The Land 
and Human Welfare,” indicates the social 
point of view that pervades the book in spite 
of the fact that the text itself deals almost 
wholly with facts and principles in the domain 
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of natural science. ‘“‘Without a broad outlook 
and an attempt to relate knowledge to human 
welfare, the applied biologist or any other 
technician cannot be fully successful.” The 
book closes with a useful bibliography of 29 
pages, a list of the scientific names of the 
plants and animals mentioned in the text, 
and an index. 

As has already been indicated, the book 
omits any specific consideration of the 
economic factors that, along with biological 
factors, determine the actual use that will 
and should be made of any given piece of 
land. Dr. Graham recognizes the im- 
portance of these factors in such statements 
as, “social and economic conditions always 
influence use of land,” and, “‘it should never 
be forgotten, however, that it is not the land- 
management technician, but the land opera- 
tor, who ultimately determines what will 


be done on the land.”’ He then deliberately, 
and probably wisely, limits himself to the 
single task of developing the thesis that no 
land management can be permanently suc- 
cessful, whatever the economic environment, 
unless it is based on sound natural prin- 
ciples of land use. 

The book will be of interest to a wide 
circle of readers. While written in non- 
technical language, it contains much that 
will be new to the technician as well as to the 
layman. Perhaps it will be of special value 
to economists who are interested in the prob- 
lem of intelligent land use because of. its 
convincing presentation of a basic philosophy 
with which too many of them are at present 
unfamiliar. 

SaMuEL T. Dana 


University of Michigan 
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